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BUSINESS STATISTICS - 1992 


Operating revenue: $59.1 billion 
Operating companies income: $10.0 billion 
Net earnings per share: $5.45 

Market price of common share: high $86 5/8, low $69 1/2 
Closing price of common share year-end: $77 1/8 

Contribution to PM t otal revenues and operating income: 


1992 

Revenues (%) 

Operating income (%) 

Food 

49% 

30% 

Tobacco 

43% 

66% 

Beer 

7% 

2% 

Capital Corp 

1% 

2% 


PM-USA: op. revenues: $12.0 billion, up 3.6% over prior year 

op. cos income: $5.1 billion, up 8.6% 
unit sales: 214.3 billion (industry 507.0) 
share of US market: 42.3% (32.8% in 1982) 


PM-Int’l: op. revenues: $13,6 billion, up 11.6% 

op cos income: $2.0 billion, up 19.1% 
unit sales: 421.2 billion, up 0.9% 
exports: 110.4 billion units 


N. America op revenues: $20.3 billion, up 0.4% 

Food: op cos income: $2.1 billion, up 5.9% 

int’l Food: op revenues: $8.7 billion, up 9.9% 

op cos income: $1.0 billion, up 21.5% 

Beer: op revenues: $ 3.9 billion, down 2% 

op cos income: $260 million, down 13.6% 
share of US market: 21.5% 

PM Capital Corp & Mission Viejo: op revenues: $430 million 

op cos income: $220 million 


Source: https://www.industrydocuments.ucsf.edu/docs/znkm0000 
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GENERAL STATISTICS - 1992 


Advertising 
Annual Meeting 
Annual Report 
Audit Fees 
Contributions 
Corporate aircraft 
Legaii fees 
R&D 


Amount 

$2.4 billion 
$2.0 million 

$3.00 per copy (print run of 1.2 million) 

$11.9 million (estimated, actual available only in August) 
$55 million (philanthropic) 

$34.2 million 

$109,264,648 worldwide outside counsel 
$410 million 


Number 


Corporate aircraft* 

Employees 

Board of Directors trips 
Officers & execs, women worldwide 
Officers & execs, minority 
Executives 18+ 


14 

161,000 worldwide 
3 

27 of 437 total 
35 “ “ 

24 women (6.5%), 30 minority (8.1%) of 372 

total 


* Corporate aircraft are: 

2 Gulf Stream 4 
1 Gulf Stream 3 
1 Falcon 50 
1 Citation 5 
9 Hawker 125-800 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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BEER OPERATIONS 


(rev. 4/12) 


What is Miller doing in the area of responsible drinking? 

• We have comprehensive program calleq AIM (Alcohol Inf ormation from 
Miller). 

• This includes training for bartenders, liquor store clerks and vendors to 
teach responsible selling and serving. 

• We have developed a manual for anyone planning a large social event 
to help prevent underage drinking. 

• We have a whole media campaign, including TV commercials and print 

f-----' 

ads reinforcing the message “Think When You Drink”. 


2. Is 
(new) • 



industry effective in communicating its responsible drinking messages? 

Brewing industry has spent millions of dollars on sending the message of 
responsible drinking to the 80 million Americans who drink beer. 

According to public opinion polls conducted or commissioned within the 
last three years by the National Institute on Alcohol Abuse and Alcoholism, 
the Roper Organization, the Centers for Disease Control and the U.S. 
Dept, of Health and Human Services: 

97-99% of those surveyed are aware of the dangers of drinking 
during pregnancy. 

Public awareness of the potential for alcohol addiction is at 97-98%. 

97- 99% know that drinking can impair ability to drive. 

98- 100% of population knows that people under 21 are not 
supposed to drink alcoholic beverages. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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3. Why the stepped-up concern by the brewing industry about responsible 

drinkin9? -f " 

• Brewing industry has been active in promoting responsible drinking for 
decades. 

• Greater awareness by society in general has led the industry to take the 
lead in server training and designated-driver programs. 


4. Isn’t it just a marketing ploy to say the industry is promoting responsible 
drinking? 

• No. It’s good business for the industry to promote responsible drinking. 

• /Programs have made real impact on reducing problems. 


5. What is brewing industry doing to support alcohol education programs to 
reduce drunk driving? 






• In many communities brewers and retailers support free cab ridfe home 
programs. 


Brewers are members of National Commission Against Drunk Driving 


iving. 


In 1991, brewers gave full support to US Dept, of Transportation”s 
“Buckle Up" campaign. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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6. Do you advertise and promote alcohol during spring break? 

(new) • In spring break markets, our promotional activities are conducted in 
licensed premises because those present are 21 and older. 

• We continue to run national ads for Miller brands at normal levels. There 
is no localized spring break advertising developed. 

• In the past, we have actively discouraged underage people with billboard 
and print ads like “Good beer is properly aged, you should be too,” and “If 
you’re not 21, don’t even think about it.” 


7. Does the company plan to use the government’s definition of moderate drinking 
in its “Dietary Guidelines for Americans?” 

• No. Statements from specialized doctors and researchers recommend 
that this is a matter best decided between individual and physician, 
based on biolbgical and other data such as health, weight, height, 
gender, food consumed, time lapsed, etc. 


8. How do you respond to criticisms that Miller’s commercials appeal to people 
who are underage? 


IVIHIOt Q ij pwnvj I OViWI w iv u 

designed for people s ^ed2V- 40~o^ r primary 


Miller’s company policy requires actors to be at least 25. Appeal is 

consumer group. 

9. Do you support forced deposits on beer containers? 

• Miller is opposed as they unfairly single out beverage containers while 
ignoring 80% of litter and 95% of solid waste stream. 

• Committees in both the house and senate agreed with our position last 
year when they voted against a national bottle bill. 


Source: https://www.industrydocum( s.ucsf.edu/docs/znkmOOOO 
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10. How does the Company respond to efforts to reduce product placement in 
movies and place warnings at the beginning of films? 

(new) • When movie producers approach us regarding product placement in films, 
we work with them to ensure that our products are depicted appropriately 
and consistent with the image we portray in our commercials and other 
advertising. 

• We oppose warning messages in commercial films and on television 
advertising. 




11. Why has Miller decided to make a clear beer? How is it doing? 

(new) • Miller Clear was develtoped to meet a growing consumer preference for 
beers that offer full flavor without heaviness. 

By making the beer clear, we have highlighted its greatest attributes: full 
beer taste, a rich, foamy head and excellent drinkability. 

Miller Clear is available in three introductory markets: Austin, Texas; 
Minneapolis; and Richmond, Virginia. Initial consumer response has been 
excellent, with a high level of interest in the product. 



12. Has the public disorder situation at Milwaukee County parkland been resolved? 

• Yes. No beer sales take place after 9.00 pm on the Milwaukee lake front 
area. 

• (Dr. Slade had brought this matter up at last year’s Annual Meeting. He is 
scheduled to meet with Miller Brewing officials in June). 




Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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Food Operations 

■s. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkr D00 



FOOD OPERATIONS 


Cheese and Dairy 

1i. When is Kraft going to stop treating the dairy farmers unfairly? 

• Kraft has always treated dairy fanners fairly and recognized the critical 
contribution of the dairy farmer to the company’s success. We pay 
competitive prices, support our dairy farmers with more information and 
services than any other dairy company, and support the rural 
communities we do business in. 

• We know that, since the government lowered the milk support price in the 
mid-80s, a good number of farm families have suffered economic 
hardship. For the past two years, we have advocated an increase in the 

---' --—-—.... . ....— — --—i —--— 

federal support price, but this has not happene d. 

• Our role is to increase the consumption of dairy products by being 
innovative and effective marketers. Increases in consumption benefit the 
entire industry, including the farmer. 

• (If pressed : Occasional accusations that Kraft “manipulates” the price of 
cheese and milk are simply false. Government agencies have 
investigated such accusations repeatedly over the decades but have 
never found any wrongdoing by Kraft. As the most visible name in the 
industry, Kraft is sometimes the most visible target for unfavorable 
accusations. This does not make any of the accusations true). 


—Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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2. Doesn’t Kraft fix prices in cheese, both wholesale and retail? 

• No. Kraft independently sets the wholesale price of Kraft cheese products 
to Kraft’s direct customers - food wholesalers and retailers. Other 
cheese companies set their wholesale prices, and Kraft has nothing to do 
with that. Retailers dfecide on the prices they will charge their consumers 

• (If pressed : Kraft and its competitors encourage retailers to charge 
competitive prices to consumers, because the lower the retail price of our 
products, the more we sell. But the decision is the retailer’s). 


4. 


There have been reports that KGF controls cheese prices through the National 
Cheese Exchange, Please comment 

• These reports are incorrect. 

• ^Supply and demand determine milk and cheese prices. 

• KGF, along with the industry, uses the NCE “opinion" as the basis for 
establishing bulk cheese prices. 

• In recent years, the federal ^qovernment has reduced suppo rt prices for 
dairy products. This has increasingly exposed prices to forces of 
supply and demand . 

• For instance, in 1989, when demand was strong and supplies tight, milk 
prices rose dramatically, 30% in six months. By contrast, in the spring of 
1991, demand was weak and supplies plentiful, so prices fell abruptly. 

Does Kraft have a monopoly of the US cheese market? 

• ^No. Kraft uses less than20% qf total of 6 million pounds of chees e^ 

produced for the US cheese market. 

V- _ _ __—-- - 

• Kraft’s share of retail segment is about 44%. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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5. Is it likely that cheese costs will fall dramatically? 

• Impossible to say but we expect cheese costs to be equal to their 
average over the past few years. 

6; How did Kraft’s cheese business do in 1992 compared to the industry? 

• Kraft’s composite share declined 0.5 share points in 1992 vs. total retail 
cheese industry decline of 0.2%. 

• We continue to hold leading share, closing the year with 43.6% market 
share. 

• Share declines primarily due to widening price gaps vs. Private Label in 
all of the major segments. 

7. To what extent does KGF participate in sales of cheese to the government 

under the support program? 

• KGF participates to the extent necessary to maintain appropriate 
inventories. 

• During 1992, Kraft sold no cheese to the government under the support 
program. Under the Five Pound Loaf competitive bid process, KGF sold 

|^M35^ 00p|) unds to the Commodity Credit Corporation. 

8. Do you have new products in the pipeline which respond to consumers’ 

concerns about health and nutrition? 

• Great Grains cereal; Maxwell House Lite (reduced caffeine); Cool Whip 
Lite; Fat Free Good Seasons; Fat Free Bread; new variations of Fat Free 
sweet baked goods. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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Sugar Pr og ra m 

9. What is the KGF position regarding the US Sugar Program? 

• Program causes artificially high prices for sugar. Import qgotas 
cause an imbalance between domestic and offshore suppliers. 

• Through the Sweetener Users Association, we worked for a modest 
reduction in the sugar loan rate in the 1990 farm bill. Instead, Congress 
adopted mandatory marketing allotments and a 1% assessment on 
domestically grown sugar. 


M i'IK Pr ice Supports 

10. What is KGF’s posit ion on milk price supports ? 

Can avoid fixtrarrifts nf surplus and shortage ^ y providing adequate 
assurances to producers that there will be a reasonable market for milk 
through such a program. 

However, incentives shouldjje establis hed^ a level that will not leadjtb 
accumulation of burdensome surpluses. 


Biotechnology 

11. Do you use bioenaineered f oods in your products, or do you plan to in future? 

• No. 

• All bioengineered foods must be reviewed by FDA before being 
marketed. After FDA approval we will explore our options, consistent 
with safety. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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12. Does KGFI sell i rradiated food anywhere in the world? 

• Not at this time although we favor further research. 

• Consumer concern continues despite benefits. 

Oscar Maver 

13. Why did Oscar Mayer close its Tulare and Chicago plants? 

• In order td eliminate excess production capacity and reduce costs. 


14. Why did we sell the Louis Kemp Seafood business? 

• Because the business was not a good strategic fit with the other Oscar 
Mayer businesses (Oscar Mayer, Louis Rich, Claussen). 

15. Oscar Mayer recently received a “Waste Maker” award for its Lunchables 
packaging. Is this packaging being reduced? 

• We are eliminating outer carton. 

• Converting base to more readily recyclable material. 

• Eliminating napkin. 

16. What are Kraft's plans for recloseable packaging of cheese in the future? 

• We have introduced, very successfully, a new reclbseable package with 
a horizontal zipper. 

• We developed a reusable container for our Singles product, which has 
become a permanent addition to our line. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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Coffee 

17. What are you doing to counter the decline in the coffee market? 

• Aggressively pursuing growth in Club Stores. 

• Participating in expanding gourmet market by introducing Hot 
Cappuccino and new GFIC flavors and expanding Gevalia direct 
marketing. 

• Competing in low price segment by using Master Blend. 

18. How will you continue to maintain profitability if downward trends in retail prices 
continue? 

• Continue to manage costs effectively. Continued emphasis on 
productivity. 


KGF International 

19. What impact would a final GATT agreement have on the international food 
business? 

• Specifics of agreement not yet negotiated, so precise impact cannot be 
assessed, b ut we favor free trade. ---- 

n fe cannot yet give a considered answer on whether it will have any 
gnificant impact in final form. _ 



Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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20. What impact does EC-92 have on our long-term interests in Europe? 

• Have already set up Pan-European Warehousing and Distribution study 
and European Purchasing Council. 

• Cross border technology transfers easier. 

• Cross border ingredient standardization more likely over time. 


21. Does KGF’s product in Italy, Mareblu, use only “dolphin-free” tuna? ^ 

• KGF Italy policy is to purchase and sell only tuna which is certified to be 
“dolphin-free". 


• Suppliers must provide Company with certification, which is subject to 
independent verification. 


22. Doesn’t KGF’s expansion into developing areas mean encouraging people to 
adopt the unhealthy eating habits of Americans? 

• We are in the business of giving consumers what they want - not 
dictating their needs and preferences. 

• We cater to the desire for increased access to many goods from the 
West. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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23. Does KGFI have any business dealings in South Africa ? 

• Neither KGF nor any PM affiliates or subsidiaries own any factory, 
employ any people, or operate any business or facility in South Africa 

• KGFI has several minor license agreements in South Africa which may 
not be cancelled unilaterally. Any attempt to do so would put certain of 
our trademarks at risk there the royalties are relatively insignificant. As 
you know federal restrictions on doing business in South Africa have 
been lifted. We await similar action by state and local government. 

24. Do you do business in China? 

• We have several joint ventures in the PRC in which we have recently 
increased our investments. 

• China represents a huge opportunity. With a population over 1.1 billion, 
we must increase our presence, as our principal competitors have, and 
continue to do so. 


25. What is KGFI’s position in Russia and Eastern Europe? 

• Russia and Eastern Europe are important expansion markets for our 
long-term growth. 

• Jacobs Suchard coffee and other food products are currently exported 
i nto Russia and East er n Europe. 

• Significant acquisitions it ^Hungai^ hn^ sioyakia t| ave been made. Local 1 
organizations i ^PolandT^H ungary and the Czech Republic/Slovakia have 
been established. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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26. How is our food business in Yugoslavia? 

• We do not have in-country operation in Yugoslavia, but continue to 
export product into that country from various locations. Tonnage is 
dropping, however. 


27. How does the political situation in Iraq impact KGFI’s business? 

• Since early 1980’s, when we had a significant business there (10;000 
tons), we have maintaine c^Tno contact policvw/ith IraaTl 

• [We are still owed $17 million in outstanding receivables]. 


28. How do currency fluctuations affect our business in Europe? 

• In 1992 translation of local currency into US dollars had a positive 
impact on KGFPs consolidated results (+$51 million)i 

• Cross-rate fluctuations also affect our results, not always favorably, but 
we have hedged some of our foreign currency exposure to protect our 
cross-rates. 


KGF Canada 

29. What will be the impact of NAFTA (North America Free Trade Agreement) on 
KGF Canada? 

• Some production has been realigned to take advantage of superior 
capabilities in Canada and the US. Certain products are distributed to all 
North America, not just to Canada or the US. 

• Studying possibility of including Mexico when it has joined under NAFTA. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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30. How would GATT as currently proposed affect KGF North America? 

• Most significant outcome of Uruguay Round of GATT would be a 


reduction in the purchase prices of agricultural products, particularly! 



New GATT agreement would convert quota systems to tariffs, to be 
reduced over long period of time.l 


No impact in near term, j 


31. What is KGF Canada doing to reduce packaging waste? 

• Packaging materia( j reduced 23% by end ofT992^ 

• KGF Canada taking leading role in efforts to establish national standards 
for home recycling program. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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BST (Bovine Somatrooin). also know n as BGH (Bovine Growth Hormone) 


(new) 


1. What is BST? 

• BST is a protein hormone produced naturally in cows, necessary for 
growth and milk production. It is now possible to reproduce BST through 
biotechnology. 

What is the government’s opinion on BST/BGH? 

• BST has been under review by FDA for some time. The latest action is 
an FDA Veterinary Medicine Advisory Committee hearing on March 31. 

• There is a fair likelihood that FDA will approve BST in April. 

What is Kraft’s position on BST? 


2 . 


3. 


4. 


• | KGF has a neutral positiorTorTBS^ pending approval by FDA. Until' 

approved, KGF is not accepting milk or milk products from BST- 
supplemented herds. 

Do Kraft products contain BGH, and if so why? 

• BGH occurs naturally in all milk. However, while FDA is still reviewing 
BGH for final approval, we are not accepting milk or milk products from 
test herds that are receiving supplemental BGH. 

Is BGH safe? Is it safe to drink BGH milk/cheese, yogurt/icecream? 


Questions on BGH safety are best directed to the FDA which is still 


reviewing BGH for final approval. A nother good source of information is 
the National Center for Nutrition and Dietetics which has a toll-free 
consumer hot line -- 1-800-366-1655. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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6. Is anyone opposed to BST? 

• Yes. Several groups, led by a coalition called the “Pure Food Campaign" 
(headed by consumer activist Jeremy Rifkin), has asked companies to 
pledge not to use milk or meat from BST-supplemented herds. 

• Rifkin plans to urge boycotts of companies which do not take the pliedge, 
and to generate widespread negative publicity. 

7. Is meat from BGH cows safe? 

• The FDA in 1985 found milk, milk products and meat from BGH- 
supplemented cows to be safe. It is continuing to review BGH 
supplementation. 

8. If Kraft doesn’t use BGH, why doesn’t Kraft label its products BGH-free? 

• We aim to provide customers with information on our labels that is 
meaningful and valid. Since FDA has said milk from BST-supplemented 
cows is safe for humans, and has issued no labeling requirements, we 
do not believe that a BGH-free label would be valid or meaningful to the 
public. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 


2023003368 



2023003369 

General Operations 
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GENERAL OPERATIONS 


1. What are the implications of the Clinton Administration for PM? 

Generally 

• We expect the Clinton Administration to be more activist than previous 
administrations in the area of social policy. While the new 
Administration’s monetary and fiscal policy will be implemented by 
moderate appointees, the domestic social agencies, such as HHS, will 
be headed by appointees known to be more liberal. 

• Too early to know precisely how the new Administration’s agenda will 
affect specific PM issues, though increased excise taxes are certainly 
one of its principal items. Subcabinet appointments are still being made. 

Tobacco 

• Governor Clinton raised cigar ette excise taxes an d earmarked them for 
s tate programs. He also v etoed legislation which would have prohibited 
discrimination against smokers. The Administration’s activities in its first 

g ______ 

few months in office indicate certain anti-tobacco measures will be a 
priority. 

Environment 

• Much of the current discussion regarding environmental issues focuses 
on what role Vice President Gore may play. Many of his views are well 
known. On solid waste, for example, his support for mandated recycling 
programs is not compatible with our position. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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International Trade 

• Clinton has signaled that he wants the GATT to conclude successfully, 
and he favors quick action on NAFTA. While he is sympathetic to 
arguments regarding environmental policy and worker retraining, he is 
viewed as a free trader. His appointees for USTR and Commerce are 
moderate and pro-business. 


Tax Policy 


The Clinton tax proposals are beginning to take shape, but actual 
provisions have not been published and are subject to congressional 
debate. 

( ^The most adverse provision is the increase in corporate tax rate to 36% ^ 

We are still in process of analyzing its effect on our earnings. 

Note; An analysis is provided at the beginning of the 
TAXATION section. 


Health Care 

• Clinton indicated during the campaign that he favored a health care 
system calling for managed competition, which will require major 
insurance reform. He also spoke in favor of global budgeting, and 
phased in employer mandates to insure a universal and uniform: health 
care benefit package. 

(continued on next page) 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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Clinton’s health care policy team, under Hillary Rodham Clinton, is now 
in the process of defining these broad concepts and preparing; a specific 
proposal to be submitted to the Congress in May. The debate is 
expected to be wide ranging, and may well last into 1994. 

How the new program will be financed is a subject of intense debate. 

We would hope that cost containment strategy would obviate the need to 
raise taxes to feed health care reform. 

Some members of the Administration would also propose cigarette and 
beer excise taxes earmarked for health programs. Certainly increased 
excise taxes will never yield the required revenue needed to finance an 
overhaul of our health care system. We will, of course, oppose any 
increase in our taxes and urge that any financing mechanism; be broad 
based and equitable. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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With the increasing pressure on the U.S. tobacco business from a variety of 
sources related to health issues, is PM going to take a more aggressive, more 
pro-active role in counter-action? Are we funding or driving any substantial 1 
industry-wide programs or are we going to keep a low profile on the medical: 
issue and continue to focus on the free-choice theme? 

• We have been taking aggressive actions to counter the anti-tobacco 
movement. For two years we have challenged the science of EPA in its 
move to classify environmental tobacco smoke as a carcinogen. We are 
very aggressive in our opposition to increased excise taxes, advertising 
and promotion restrictions at the federal, state and local levels. 

• One of our priority programs on the state and local level is the 
Accommodation Program. The Accommodation Program was developed 
by PM U.S.A. in 1989 to promote harmony between smokers and 
non-smokers in restaurant and other Hospitality industry - related places. 
The Accommodation program encourages participating businesses to 
take an overall look at how their guests are accommodated, including 
customer-service policies, seating and dining room configurations and in 
ventilation facilities. 

• The program has been a great success. Following the launch of the 
Accommodation Program in Pittsburgh, an independent survey found 
that 80% of customers favored a program to promote accommodations 
between smokers and non-smokers. Additionally, a Gallup Poll in 139 1 
found that two-thirds of Americans (66%) favor separate non-smoking 
and smoking sections. 

(continued on next page) 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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• We intend to continue the Accommodation Programs in other cities and to 
pursue legislation promoting accommodation as a counter to public smoking 
bans in state legislatures next year. 

3. What do you think of Mrs. Clinton making the White House smoke-free? 

• Philip Morris believes in free choice and we respect the right of the 
President and First Lady to make their house smoke free, even though 
we personally believe that the rights of smokers and non-smokers alike 
can be accommodated. 

4. Why not move out of New York (because of excise taxes, etc.)? 

• In the heat of the moment that thought is tempting and one that would 
certainly send a message to those who continuously attack our company 
and call; for increases in excise taxes on our products. 

• However, I don't think the net effect would be beneficial. Such a move 
would put people out of jobs, damage local economies and perhaps 
provoke even more legislation inimical to the interest of our shareholders 
and employees. 

• Just consider the fact that PM has almost 12,000 employees and 87 
facilities in New York. It would be very difficult and disruptive to move 
such numbers. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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5. If Sears can spin off various units, why can’t PM spin off food or tobacco? 

• We feel no compulsion to follow the example of other companies. 

6. What area of the world has the most potential for growth? 

• Recession has hit Europe pretty hard, and it will be a less attractive field 
for investment in the short term. 

• The Pacific area probably has the most potential for growth. Latin 
America is also promising. In Japan, we have two joint ventures and are 
progressing in that country. China is the market for the future. 


7. How are you affected by currency fluctuations? 

• This is something beyond our control, but we do protect ourselves by 
hedging our foreign currency transactions. 

Note: following part is new (4/26) 

• We have systems and procedures in effect that are designed to minimize 
the impact of foreign currency movements on our P&L (transaction) and 
balance sheet. 

• $30 million neg. P&L impact tobacco - 1st quarter 
$101 million neg. balance sheet, 1st quarter (Reserve) 

$34 million neg. P&L food, ISt quarter. 



Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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8. How do you justify flying 14 corporate jets when the stock is going down every 

day? 

(new) • Philip Morris is a large global company with 161,000 employees 
worldwide. 

• Many of our businesses are not in major metropolitan areas. Frequently 
there is no direct air service to our locations. 

• We use our planes efficiently, effectively and in a cost-conscious manner. 

• We have been reducing costs in our aviation department steadily since 
1989. The total number of planes has gone from 16 to 1990 to 14 in 1993, 
and a planned 12 in 1994. (The 1993 projected budget is $38,500,000, 
a $2 million increase from 1991 actual. The increase was due primarily 
to depreciation on new aircraft). 


Source: https://www.industrydocuments.ucsf.edu/docs/znkm0000 
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Tobacco Operations 
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TOBACCO OPERATIONS 


rev. 4/22 


PM US A 

Pricing Strategy 

1. What’s happening to Marlboro? 

• Marlboro’s share of the premium segment has remained approximately 
the same, but volume has declined at an unexpected rate. Discount 
cigarettes are gaining at the expense of premium brands. We have 
therefore decided to take action to regain some of that lost ground. 

2. What actions are you taking? 

• We have announced that we will maintain prices of our premium brands 
below $2 a pack. 

• We plan actively to price-promote Marlboro and our other premium 
brands at the retail levell 

• We will undertake aggressive marketing programs across the business 
to increase market share in all categories. 

• We will expand the highly successful Marlboro Adventure Team 
promotion. 




Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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3. Why did you decide to hold prices on your premium brands instead of reducing 

the prices? 

• We believe that over the long term this will produce stronger income 
growth and premium market share. 

• Marlboro continues to be the premium of premium brands, but we want to 
maintain its affordability. 

• In some cases, our pricing strategy during recessionary times exceeded 
our consumers’ income growth. With this pricing initiative, we are 
correcting that situation. 

• The trade sometimes resists passing price cuts through to consumers. 

It is within their rights to do so. 

4. What is going to be the immediate result of this pricing decision? 

• There will be some interim disruption. PM USA’s shipment based 
volume will be much lower in the second and third quarters of 1993, so 
there will be a drop off in earnings in those quarters. 

• This will be the result of an anticipated sharp reduction of inventories by 
the wholesale trade. Traditionally, the trade has maintained high 
inventories of full priced brands in order to benefit from future pricing 
actions. 

(new) • We expect stronger retail sales (take away) during those quarters. 

• We expect to see upturns by the end of the year when we anticipate 
stronger, more secure income growth and premium share for the 
Company. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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5. What impact will this action have on PM USA’s income and volume in 1993? 

(new) • We anticipate that PM USA will have a weak year - be down as much as 

40% in operating income. 

• Many of our large wholesale customers increase their inventories in 
anticipation of price increases. They then sell the cheaper old inventory 
at the higher new prices. Since we are not raising premium prices, they 
will likely lower their inventories. 

• However, by the time the third quarter ends, we believe these 
dislocations in the system will end and Marlboro’s sales will show 
significant improvement. Since income follow sales, we would anticipate 
the same pattern. 

6. Is this a price war? 

• No, we just raised our prices for discount items again. 

• This is an effort to make Marlboro’s price more affordable. 

7. How long do you plan to maintain prices? 

• ft is difficult to say, but our present plan is to do so until the price gap 
reaches a reasonable level 
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6 ^ 


Is price differential the only reason for the decrease in the growth of Marlboro? 

• It is certainly one of the main reasons. The differential, sometimes up to 
,^^80%?between the premium and discount categories has accounted for 

the rapid growth of the discount category. 

• The recent declines in our premium brand volumes do not represent 
franchise issues, but instead are a function of economics. When the 
price differential is narrowed, our premium brands show growth. 



9. Will holding the price be enough to correct the price gap? (aIo /- Cf*- • 

is action, in conjunction with our promotions, will 
allow Marlboro to resume its growth. 



10. How is this pricing strategy related to FET and state taxes? 

• Our pricing strategy is not related to tax issues. 

• Excise taxes affect the total industry volume. Our action will affect only 
the premium brands segment of the industry. 


11 


Gr 


. |What do you think your competitors will do? 

• We did what we believe was necessary to protect our premium brands. 
You’ll have to ask them about their plans. 


u/4 


Source: https://www.industrydocume.nts.ucsf.edu/docs/znkmOOOO 
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12 . 

(new) 


Will l ower prices indu ce teenagers to buy Marlboro? 

• T5f 


Just let me make it clear that Philip Morris doesn’t want youth to smoke. 


We actively support legislation that makes smoking illegal for those who 
are under 18 years old, and we work with retailers to make sure they 
understand and obey the law. We are scrupulously careful that all our 
marketing practices do nothing to attract youth. 

We don’t believe that people under the legal age who smoke base their 
decision on price. Nor do we believe our promotional program for 
Marlboro will motivate young people to start smoking or switch to our 
brand. 


13. By holding prices, aren’t you admitting that Marlboro is in trouble? 

• Last year, we sold over 6 billion packs of Marlboro - down about 6% from 
1991. 

• Every one of those consumers could have bought a pack of discount 
cigarettes at half the price, but they chose Marlboro. No other consumer 
product on earth could have achieved that result. 

• Marlboro wants to grow and can grow, if we reduce the price gap. That’s 
what we intend to do by this action. 

14. But why specifically freeze prices? Do you think it’s the best technique? 

• We believe increases in premium prices will prevent the narrowing of the 
price difference with discount cigarettes, and undercut our ongoing price 
promotion efforts with Marlboro and our other brands. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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15. If this actiion does not work, will you drop Marlboro’s price? (or any other 
hypothetical question). 

Ne intend to make it work. Our top priority is 
growth trend and we believe this will do it. 

General - PM USA 

16. What are the reasons for the restructuring of PM USA that was first announced 
in December 1991? How is it going? How long will it continue? 



—i 


We believe this will work. 


to put Marlboro back on its 






Restructuring was designed to enable us to compete more effectively in 
the market place. 

The industry and its market place these days are very different from what 
they were. Intense price competition and growth of discount segment 
require us to be more productive and keep our costs competitive. 


Restructuring has affected only a few hundred workers (as of November 
199 2), mainly through natural attrition. ^ There have been nornajor 
layoffs. Employee cutbacks have been very small by other company 
standards. ---—- 


PM USA currently employs about 11,000 workers in Richmond, about the 
same number as five years ago. 

Consistent, systematic review of the work force is an ongoing process. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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17. How is Philip Morris responding to today’s value-oriented consumer? 
• We recognize that the consumer of the 90’s is looking for price 



Our strategy is to add as much value as possible to our premium 
products, by emphasizing its quality, its unique characteristics, its 
packaging and its reliability. 


18. How can we continue to increase profitability over the next ten years? 

• Despite a 2 to 3% annual decline in premium cigarette sales, this is still a 
huge market. Other industries, such as coffee, are declining at a faster 


rate. 

Strategies are in place which are designed to: 

• increase revenues 

• continue to cut costs 

• expand sales abroad 


19. Will smoking restrictions adversely affect sales? 

• There are already smoking restrictions in a vast majority of states. 

However, the increase in smoking restrictions over the past few years 
has not accelerated the rate of decline in cigarette sales. 


& 


Source: https://www.industrydoci 5nts.ucsf.edu/docs/znkm0000 
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How much would smoking decline if cigarette prices were raised dramatically? 

• There is a considerable difference in the effect of small periodic price 
increases and a large one-time increase. At the least, it would 
encourage smuggling. Contraband leads to loss of revenue on the one 
hand, and to greater expenditures for law enforcement on the other. 

• Economists calculate that a 10% price rise induces a 4% drop in 
demand. 


^ A large price rise can reasonably be expected to lower consumptionTj 


21. Last February, President Clinton held a press conference on health care, at 
which it was suggested that raising taxes on tobacco could help pay for this. 
Several CEO's were in attendance, including Mr. John Reed, a member of 
PM’s Board. What was Mr. Reed’s reaction? 

• Mr. Reed can comment on that. Obviously he was unaware that such a 
suggestion would be made when the conference was called to discuss 
health care. We consider the suggestion unwarranted. 

22. Why is PM USA importing more tobacco? 

purcbaigj^fU^obacca 

of our blends. However, discount brands now account for more than 
28% of the US cigarette market. More imported tobacco is blended into 
these discount brands because of price differential between imported 
and domestic leaf. 


Jus leaf is the backbone 


PM USA is the largest 


(continued on next page) 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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We intend to work with US tobacco growers to find a way for them to 
participate in discount market segment. 


Why does PM USA support the federal tobacco program? ^ 

• Tobacco support program assures a steady supply of tobacco at J 

relatively stable prices. 


What is PM USA doing to produce a commercially marketable “ fire safe " 
cigarette? 

-'V ___ 

• Our R&D dept is working on the issue of reducing the ignition propensity 

V of cigarettes. _ 

• Also, PM USA is currently participating in a Technical Advisory Group 
mandated by Congress to assess practicability of developing a 
performance standard to reduce cigarette ignition propensity. Group’s 
final report to Congress due August 1993. 


25. In 1987, PM USA participated in government-funded study that concluded that 
the development of a fire safe cigarette is “technically" possible. Why hasn’t PM 
USA marketed such a cigarette? 

• Cigarette technology can make cigarettes less ignition prone, but so far is 
not able to make them acceptable to consumers. 


26. Why did Kraft agree to participate in the “Great American Smoke-Out Health 
and Fitness Fair” in Richmond? 

• This was a decision by one individual. Obviously, it was a mistake, and 
we did not participate. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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27. 

(new) 


At the RJR meeting Father Crosby asked what was being done to ensure local 
enforcement in Wisconsin of regulations regarding tobacco sales to youth. 

• Our people in Wisconsin report that there is nothing specific happening 
there to which Father Crosby could be referring. 

If Father Crosby is asking what iarg are doing in the State of Wisconsin to ensure 
enforcement of the ban on the sale of tobacco products to minors, then the 
following answer would be appropriate: 

• We have distributed 87,621 “It’s The Law” kits to retailers. 

• We have distributed 1.9 million “It’s The Law" kits to retailers throughout 
the USA. 

• In Wisconsin, we are working with the Retail Association to ensure that 
its members are aware of the laws, and that they obey them. 


V 

y 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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PM INTERNATIONAL 

1. What is the extent of PMI’s business in developing countries ? Is PM targeting 
these countries? 

• While PM has been in a number of developing countries for many years, 
more than 90% of our worldwide cigarette revenues are still generated in 
the 24 most industrialized nations (OECD members). 


3. 


Are US cigarette manufacturers selling higher “tar" and nicotine cigarettes in 
developing countries? 

• No^PMI's export cigarettes are virtually identical to those sold here, 
except where local laws call for product modification. (In those cases, 
“tar" and nicotine levels are actually tower for exported product). 

• Our policy for cigarettes produced abroad is to make our brands as 
similar to US product as possible. 

• In a few countries, “local content laws” require the use of locally grown 
tobacco leaf, which may result in minor differences in “tar” and nicotine 
levels compared to US products. 

We read about your new tobacco investments in Eastern Europe and Central 
Asia . Isn't this just another example of you taking advantage of peoples in the 
Third World? y 

j ilt's more a question of providing better products thantaking advantage^ There 
is a tremendous pent-up demand for western products, and for the first time the 
goods are available.__ 

• l Consumption in itself is not increasing, but the opportunityto make a 


G 


choice is. jin fact, local products have higher tar and nicotine content, and 


the consumer can now choose what he prefers. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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4. When do you think that you will make money in Russia ? 

• We already a re, both in Russia and other republics of former USSR 

• As economic conditions improve, we plan to offer a broad range of PM 
products. 

5. The Russian government owes PM money for earlier cigarette shipments. 
What are you doing to collect? 


• We give high priority to collecting funds owed for 1990/1991 shipments 

• Continuing to explore various options, including taking exportable 

commodities, in order to resolve issue successfully. 

CONFIDENTIAL: Unsecured receivable is US$ 73 million, plus a remaining 
DM 25 miillion receivable of our German affiliate, which was covered by a 90% 
guarantee of principal. Reserve has been established against full amount of 
unsecured amounts. 


6, What are the benefits of US tobacco exports? 

• In 1991 alone, US tobacco industrv produced trade surplus of almost 
jjJS$5 biljjor^a nd provided ove ^265000 American iobs.l 

• US cigarette exports are result of strong consumer preference around the 
world for high-quality American cigarettes. 

7. PM cigarettes, particularly Marlboro, are a favorite target for counterfeiters. 

What is the company doing about this? 

• Counterfeiting of cigarettesls extremely rare Because oT 
L installations needed to manuf acture modern cigarettes. 

• No company is more vigorous in protecting its trademarks than Phiiip 
Morris. We will always react promptly and forcefully to protect our 
trademarks where there is any question of their unauthorized use. 



Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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8. Is it true that PM products are smuggled into various countries through 
unauthorized channels? 

• ^Yes^The company does not condone illegal activity and fu lly cooperates 
__ with the authorities to assist them in addressing this problem. 

• The problem arises from high cigarette taxes and is likely to increase if 
still higher taxes are enacted. 

9. Is PM aware of fraudulent transactions that have been occurring in the 
unauthorized offering of products it manufactures? 

• ^Yes^ We are very much aware of the problem. 

(new) • One result of the extremely high taxes on cigarettes has been an 

increase in the contraband trade. This, in turn, has encouraged criminal 
elements to offer cigarettes when they do not have them to sell. In 
addressing this problem, th e company cooperates with customs and law 
enforcement agencies and with the International Maritime Bureau. 


We also help banks which issue letters of credit, and carriers insuring 
transactions in trying to identify those offers which are fraudulent. 


10. Has company policy changed regarding doing business in South Africa? 

• We are closely watching the situation but have not yet made any 
changes in our policy. 

• Neither Philip Morris Companies Inc., nor its subsidiaries owns any 
factory, employs any people or operates any business in South Africa. 

We do have a few license agreements for food and tobacco products, 
which go back many years, but the royalties from these agreements are 
relatively insignificant. 

m 

m 

Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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11. The GAOiffrepiared a report on “Advertising and Promoting US Cigarettes in 

SelecteyAsian countries ." What were its findings? 

(new) • The report found a dichotomy between U.S. trade and health policies, but 
said that our government’s trade and health authorities agreed that U.S. 
cigarette exporters should have a level playing field as they compete 
abroad. Most importantly, the report, based on a t wo-year study, did dpi 
support the assertions most frequently made by anti-tobacco activists. 
Sp ecifically: 

The GAO said that it could ogi conclude that U.S. cigarette 
companies were targeting children and non-smokers. 

The report found that cigarette advertising and promotional 
activities could not be isolated as factors causing people to start t 
smoke. 



12. How does the war in the former Yugoslavia affect our business? 

• Business as usual where possible. We have restructured our business 
in Slovenia, Croatia and Macedonia. Serbia and Montenegro are clbsed, 
due to U.N. sanctions. Operations in Bosnia and Herzegovina have 
ceased. 


Source: https://www.industrydoci si 5nts.ucsf.edu/docs/znkm0000 
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Last Minute Q&A's 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 



General Q & As post-April 1 2 


Candor/Deception 

• How could you have sent out an Annual Report which paints such a 

favorable picture of the company’s future and then a few weeks latjer tell us 
that the whole US tobacco business is in the tank? 

Report went to press when consumer confidence 
was higher and trends more favorable, weeks before 
we had sufficient information to make the decision 
and announce it publicly. 


Now that you’ve been chairman for over a year, do you believe that tobacco 
executives tell the truth? Have they engaged in fraud in the past? 

There is an anti-tobacco lobby that would like you to believe 
otherwise, but we are extremely careful about our 
communications. We want it to be clear, concise and 
accurate. That’s the way it is now, and from everything 
I have seen, that is the way the company has been run 
well before / arrived. 


• GenericAnswer : First, as we pointed out on April 2, the factors leading us 
to conclude that the pricing actions we took were necessary became clear only 
after the Annual Report had gone to press. As consumer confidence was improving 
late last year and in early 1993, the situation looked as though we would be seeing 
improvement in the sale of our premium brands. 

The information we provide shareholders, the public, the media and anyone 
else is as clear and as candid as it can be at the time it is offered'. We, in this 
country, are in an extremely challenging and dynamic period of time. Given the 
rate at which things change, we are all going to have clearer vision looking back 
than we will looking forward. However, we will make every effort to tell you, as 
shareholders, what we know, when we know it. 

To the broader point of whether we are candid, let me say without 
equivocation that my colleagues in the tobacco industry are as forthcoming a 
group as any I know in industry and elsewhere. The whole industry has bee ry 
vj hjprt fo x vears - U) critic ism k f or alleged, lock of candor when we will not embrac e 
our critics ’ point of view. Bu t, our statement are not made untrue by our critics ’ 
failure to believe them nor are they made less true through repetition.. 


April 23, 1993 - 1:54 PM 
Page 1 
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Change in Leadership 




Given the performance of the company, shouldn’t you resign? 


/ believe in the course we are on and believe it is in the 
best interest of the company and the shareholders. 

/ am committed to making all of our strategies work and 
l am committed to enhancing shareholder value over the 
longer term. / have no intention of stepping away from 
this challenge. 


rJL 


Doesn’t this prove a food person can’t run a tobacco company? 

Actually t some of the challenges with regard to 
protecting our brand franchises are looking remarkably 
like challenges the food company has faced. 

I think we have a very strong foundation of management 
talent and experience running the operating units and 
the corporation. 


If you weren’t chairman, would you vote to retain the management of this 
company? 

Yes. 


• Can you give me three good reasons we should vote to retain you? or, the 
current directors? 

Let me simply say that the kind of challenges we are facing today 
are in no way unique to our company. In our Board and in our 
management group / believe we have a very broad range of 
experience in the individual lines of business we are in as well as in 
assessing global strategies for growth which will serve the 
shareholders 'interests very well in the future 


April 23, 1993 - 1:54 PM 
Page 2 
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• Was the Board of Directors asleep at the switch? 

No. They are regularly informed of significant business developments 
within each of the operating units and they thoroug hly reviewed and 

agreed with 

the most recent pricing strategy announced earlier this month. 


• If this plan doesn’t work, will you resign? 

/ will not resign. 1 am here to find solutions, not walk away 
from challenges. 

• QenglML Answer : Decisions about who leads the company, compensation 
and rewards or penalties for performance rest with your Board of Directors. The 
outside directors are a very distinguished group of individuals with a broad range 
of business experience. The Board is a very active group that meets formally at 
least 11 times a year. There are several times more committee meetings and 
discussions about the issues your company must confront. 

1 believe that the actions we have taken are in the best interest of the 
company and its future, or I would not have recommended them. / will continue to 
make judgments based on what / believe to be in the company ’s and the 
shareholders ' best long term interests. 

Ultimately, your Board of Directors must decide whether the direction set by 
me and the management team is the proper one and whether those of us in the 
positions we hold today are the right ones for the job. 

/ should note that the PM USA pricing strategy which we recently 
announced was thoroughly reviewed with and endorsed by the Board, as is any 
business decision of significance. 


Compensation/Perks 

• Given the performance, don’t you think you are grossly overpaid? 

Compensation for me and other senior officers is 
determined by the Board. They take into account the 
performance of the company when making their 
determinations. 

April 23, 1993 - 1:54 PM 
Page 3 
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Will you take a cut in compensation? 
(Same answer as above.) 


• Will you stop flying on the corporate jet? 

The aircraft support the efficient conduct of our business activity and I 
will continue to use them. 

• Generic Answer: Compensation issues are decided by the Board. The 
report of the Compensation Committee which appears in this year’s proxy 
statement explains fully the way in which such decisions are made. Use of the 
company’s assets such as aircraft is determined on the basis of how best to conduct 
the company’s business. 


Making the Pricing Strategy Decision 

• Whose decision was it to take this drastic action? Did you endorse it? Did 
the Board understand it? Did anyone consider the consequences? 

PMUSA recommended the strategy. It was thoroughly 
reviewed and discussed with the corporate management. 

And, it was reviewed an d endowed by the Board. The price 
gap issue has been discussed at great length 
over the past several months, so the topic and the 
nature of the problem was not new. Having seen the 
trends since the first of the year, we all believed that 
the action recommended was correct. We continue 
to believe that this was a good decision. 


April 23,1993 - 1:54 PM 
Page 4 
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Wasn’t it idiotic to announce a price cut of Marlboro while the Clinton 
Administration is considering an excise tax increase? 

The Clinton Administration schedule seems to be slipping 
and we believe that the price gap issue is one that must be 
addressed independent of any policy or tax changes 
coming from Washington. In any event, a final decision 
on excise tax increases are many months away at best. 


Who got the company into this mess? Is Hamish Maxwell to blame? 


No single person is to blame....certainly not Hamish Maxwell. 


The price gap issue in tobacco may be a relatively new 
phenomenon for this industry, but it has been something that 
many consumer packaged goods companies have had to 
deal with for many years. Much of the problem really results 
from nqtional economic trends and more price conscious consumers. 

• Qeneric Answer . The strategy to regain market share for anyone of our 
products must be developed within the operating company running the business. 
There was no exception in this case. There was involvement throughout the 
process by corporate management to understand the options, the recommendation 
and the expected outcomes. In the end, the management of both PMUSA and PM 
Companies took the recommendation to the Board. The Board had been briefed 
over the past several months on the volatile pricing environment in the industry 
and the strategies that might have to be taken under various scenarios. The issue, 
therefore, was very familiar to them and the logic of the recommendations from 
PMUSA was clear. The Board concurred with the recommendations of 
management believing them to be in the long term best interest of the company and 
the shareholders. 


April 23, 1993 - 1:54 PM 
Page 5 
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Announcing the decision 


Why did the financial analysts learn about this first? Was this to help the big 
institutions get out first before ordinary loyal shareholders know what was 
happening? 


• QeMriLAlHW£L '- We determined that the decision should be announced as 
soon as it was made . It was our belief that the best way to make known our new 
pricing strategy was to inform the analyst community and the media 
simultaneously. The company's officers participated in face-to-face briefings and 
question and answer sessions with investment analysts, fund managers and brokers 
as well as the financial press. We sought to insure that accurate information went 
to as many people as possible, as fast as possible and tried to insure that it was 
transmitted before the markets opened. 


~~ Let me stress that our announcement on April 2 was made before the market 
opened. It was made to the analysts and immediately thereafter to the financial 
media so that everyone would learn of our decision as soon as possible. 



What’s Ahead 


Is this the beginning of a nightmare? What about our other brands? 


To be honest about it, today’s consumer is looking for 
value like never before and, while I wouldn’t call it a 
nightmare, I will tell you that all consumer products 
companies are going to be challenged like never before. 


If you think Marlboro can’t maintain its market share without a 40 cent price 
drop, what do you think will happen when Clinton raises the price $1 to $2 a 
pack? 


First, such a tax increase is exactly what the economy does not 
need. It would be regressive and it would cost jobs. Not just 
in our industry, but in convenience stores and others who market 
cigarettes. 


April 23, 1993 - 1:54 PM 
Page 6 
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The tax increase would, of course, raise the price of all cigarettes. 
The consumer would find the price gap less significant, which 
might help our premium brands in some ways. 

Most troubling 

would be the growth of contraband, a phenomenon people are 
just beginn ing to understand in Canada. This problem brings 
with it organized crime and other law enforcement related 
issues. 


Last week you announced someone was going to take over worldwide 
tobacco. Will he get rid of the PM USA management? 

Geoff Bible is coming to build on the global nature of 
our tobacco business. He and I both have confidence 
in the management of PM USA. 


Given all the problems facing the tobacco business, have you considered 
getting out of the business? 

It is hardly something we would walk away from. In many 
respects the strength of the worldwide tobacco business 
is not fully appreciated. The cash flo w generation from 
our tobacco business has tremendous value and we hope 
going forward it will be better understood. 


Have you thought about splitting up the company? 

Every year we engage in an exercise that examines the 
strengths and weaknesses of the company. If there is ever 
logic to such a dramatic move, we would recommend it 
to the Board for their consideration. We have not 
done that. 


April 23,1993 - 1:54 PM 
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• Have you thought of splitting the stock into tobacco and food issues? 

Again, not something management has recommended. 

We are watching the RJR approach but have not seen anything 
yet to suggest it would enhance our shareholders’ value. 

• Generic gnawer : What you are asking is “what is ahead? ” All / can tell 

you is that we are very dedicated to the task of implementing our new pricing 
strategy and regaining our share of the premium tobacco business. / believe that 
we have the talent and the strategy to be successful; however, the market place is 
full of uncertainties and we will constantly look for ways to improve our plan as 
well as looking at options to enhance shareholder value. At this time I cannot 
comment on an option that we do not have under consideration. 


Misc. 


Andy Rooney said on 60 Minutes that he can’t see how tobacco company 
executives can live with themselves.....how do you respond to that? 


• Generic Answer : The kind of commentary that many in the media offer is 
offensive. We market our tobacco products to adults who choose to purchase them. 
We conduct ourselves in a professional and absolutely ethical manner . . I am proud 
W be^halrman of this company andjKQudjC LWorkwiththe fine peoplejvhQjVQrir 
at-Philip Morns. 


Issue Specific Questions — (Answers to be developed from final script) 

• How much will the dividend increase this year? .....if you can’t say it will 
increase, can you rule out a decrease? 

• How.many shares of stock is the company planning to buy back this year? 
Do you still have confidence in the stock? 


April 23, 1993 -- 1:54 PM 
Page 8 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 


8033003401 






LAST MINUTE Q&A’s 


The following Q&A's were prepared following the April 2 announcement, in response 

to questions and comments from analysts and shareholders. 

It is divided into two sections: PM - Corporate and PM USA. 

PM - Corporate (Note: PM USA is in next section, immediately following this) 

1. Since January the Company has lost $13 billion in value and has projected a 

$2 billion reduction in earnings in 1993. What value do your shareholders get 

for your April 2 decisions? When do we get to see the benefit? 

• This has been one of the most volatile periods in history for our company 
and our shareholders. We recognize that, in large measure, our 
decisions have caused this volatility. 

• However, we believe that in the longer term these very difficult decisions 
will result in a far stronger tobacco business. 

• We believe that the price gaps between premium brands and discounted 
cigarettes jeopardized the business. Our April 2 action will reduce the 
gaps and will result, we believe, in a vital and growing business. 

2. Why has the Company stopped buying stock? 

• The Company suspended its stock repurchase program until April; 23, 
three days after the date of the first quarter financial report. 
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3.' 


(new) 


4. 


Why is it that the Company’s operating cash flow will be relatively unaffected in 
months to come while, at the same time, earnings are projected to be down 
substantially? 

• We expect that operating income from our other companies will increase 
in 1993, partially offsetting lost operating income in U.S. tobacco. 

• We expect to see improvements in working capital as well as in other 

non-cash items including depreciation and amortization. 

I am not fond of surprises. We read your press release of January 7 in which 
you were encouraged by market trends. Your analyst presentations late in 
January supported that position. The March annual report gave a glowing 
summary of the business. Then you dropped a bomb on April 2. How could this 
happen? 

• The January 7 release and our presentations to the analysts were 
cautiously optimistic; trends in the market place suggested that there 
would be inceases in profitability and slow growth in the discount 
product. In a short period of time, each of these trends went sour. 

• The annual report which you received in mid-to-late March was prepared 
in galley form in mid-February, and went to press in early March. This 
was at or about the time when we discovered that the price gap between 
premium and discount price cigarettes had widened rather than 
narrowed. 

• Believing that we could remedy the situation, we raised the price of 
discount brands. We were wrong, but took this action still believing that 
the trends we discussed were sustainable in the market place. 

• Our April 2 price promotion action resulted from our recognition that 
premium pricing had to be corrected. 
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If FET is increased substantially on January 1, 1994, will our company’s tobacco 
earnings be up or down in 1994? 

• First, we will strongly oppose increases in the federal excise tax this yea r 

and in years to com e. Such a tax is reg ressive and has its greatest 
*_— “ " “" 1 

i mpact on those who can least afford to pay. 

• But there is little doubt that a high FET would have a negative impact on 
volumes and earnings. 



Ilf you assume a high FET in years to come, would it not be better to increase 
premium prices now, maximizing profitability until the business succumbs to the 
higher prices of the product? 

• No. We believe that this industry will be around for many years to come 
and that our company, with its well known trademarks and record of 
performance, will continue to produce a level of earnings that will make it 
attractive to investors. We are committed to the tobacco business and 
have no plans to cash-out our premium products for profits. Such a 
strategy would be irresponsible and not in the best interests of our 
shareholders. 

• We acted to produce a reduced price at retail now because we cannot 
afford to wait-and-see what the FET will be. We continue to think that this 
is the best course. 
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7. What action is management taking to get the share price up and to improve 

shareholder value -- are you considering classes of stock? JMiat drastic actio n 
' / was Mr. Miles referring to earlier? 

• We will do whatever we must do -- reasonably, responsibly -- to enhance 
shareholder value. 

• The best way to increase our value to you is to improve financial 
performance. 

• PM was built upon exceptional financial performance, we will get back to 
basics. 


8. Are you a takeover candidate? 

• I assume you know that no company is immune to takeovers. However, 
we do not think so. Our current share price multiplied by the number of 
shares outstanding , plus a substantial premium together would put us 
out of reach of virtually any raider. 

(new) • Co. has 935,320,439 issued shares, including the 57,728,748 in 

Treasury. The outstanding shares are 877,591,691. At $50 a share, 
market capitalization is 


$43,879,584,550. 
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9. There are analogies between your current cigarette problems and your 

cheese problems of a year ago. With branded cheese you raised prices to 
improve volume and share against chains’ own brands. You tried the same 
thing with cigarettes. In both cases you failed because COB cheese and 
discount cigarettes took a price reduction. 

Then you price promoted branded cheese, just as you are promoting premium 
cigarettes. With cheese it failed, and you had to take a list price reduction. If 
your price promotion strategy fails with cigarettes, what will you do? 

• Offering promotions to reduce the price of cigarettes at retail is only one 
of several things we might do. 

• For competitive reasons, I cannot list these things for you. 

• As I have said previously, rest assured that we will do whatever we must - 
reasonably and responsibly - to return to premium profitability. 


10. Will you cut the dividend? 

• No. There are no plans to reduce dividend. 


11. Will you raise the dividend? 

• We believe there will be room for dividend increases over the next five 
years, and we expect that increases, if any, will be in accord with 
earnings growth. 
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12. Aside from U.S. tobacco operations, how are the company’s other operations 
doing? 

• We expect good operating performance and growth from each of the 
other operating units of Philip Morris Companies. Recently, investor 
concerns have focused on issues affecting the domestic tobacco 
industry, but 

profitability of our international tobacco bu siness as we ll as our 
worldwide food, beer and financi al services operations . 

13. Given the growing number of concerns with respect to the U.S. tobacco 
business -- the potential increase in federal taxes, growing discount segment, 
litigation, increased anti-smoking activism -- will the Company shift its focus to 
markets abroad? If so, how will this affect earnings? Can the Company 
compensate in volume for the lower average profit per pack sold overseas? 

• As to shifting focus, the answer is no. We believe that, with the 
appropriate strategies, there is room for substantial growth in the U.S., 
although we also recognize that our growth potential overseas is quite 
attractive as well, particularly since Marlboro, for example, is the most 
highly recognized, successful and profitable consumer brand in the 
world. 

(new) • We are aware of the size of overseas markets and their potential 
profitability. 


what is being overlooked is the growth and improved 
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14. In light of the RJR stock-targeting announcement, have you considered taking a 
similar action? 

• We are constantly reviewing our strategic alternatives to ensure that we 
grow the company in ways that best serve our businesses and 
shareholders. Beyond this, any discussion of strategic alternatives is 
purely hypothetical and it is our policy not to engage in such discussion. 


15. How do you expect the company’s balance sheet to look at year-end? 

s 

• We believe our balance sheet will be strong, reflecting a modest / 7 

improvement in our debt equity level to about 1.25 to 1 for our consumer 
products business. < _ 



16. Are there any signs that you are facing the same problem in international 
cigarettes? 

• Over the years we’ve had a number of these situations around the world, 
and we have dealt with them with similar strategies and generally have 
been successful. Today we are fighting a price situation in France. 

17. Will the rating agencies downgrade your credit ratings? 

• The rating agencies did not change our rating. 
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18. Do you expect layoffs and other cost-cutting moves? 

• We have no special plans as a result of the new marketing strategy for 
Marlboro. 

• We have been reducing costs in all our businesses where it makes 
sense to do it. 

• We look at all aspects of our businesses in order to remain competitive 
and stay efficient. 

19. Will Philip Morris continue its investment/expansion plans in 1993? 

(new) • We are funding $2.6 billion of various acquisitions, virtually all of which 
were announced or committed to last year. In addition, we invested $1.2 
billion in share repurchases during the first quarter of 1993. Altogether, 
this gives us a full plate for this year. 

20. What is the status of the shareholder lawsuits that have been filed alleging that 

the Company intentionally misled shareholders about the financial status of the 

U.S. tobacco operations? 

• Several actions have been filed naming the Company and three of its 
officers as defendants in shareholder class action litigation which alleges 
improper disclosure of the effect of discount cigarette competition on the 
company’s cigarette business. Counsel have been retained to represent 
us in this matter. The cases will be defended vigorously. 

• We do not believe there is a legal basis for these suits. 
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21. What does the capital spending budget for 1993 look like? 


Our capital spending will be those items needed to grow the business 
and will not be different than previous years. , ___ 


22. How does the volume of Marlboros overseas compare to the U'.S.? 

(new) • In 1992, Marlboro shipments in the U.S. were 232.0 billion units, and 
overseas 124.9 billion units. Total! 356.9 billion units. 


23. What is “good will”, and how will Philip Morris’ 1992 acquisitions reduce 1993 
earnings? 

• Good will is incurred under the purchase accounting method and 
represents the difference between the purchase price and the book value 
of the company acquired. Good will is amortized over 40 years, or, put 
another way, 2 1/2 percent purchased good will is charged against 
earnings without the benefit of a tax deduction. The good will charge to 
earnings for Philip Morris in 1992 was $521 million. 

24. How will Philip Morris be affected by the Financial Accounting Standards 
Board’s new requirement that, starting in 1997, companies will have to take a 
charge against earnings when they grant stock options? 

• It’s too early to define this charge since our plans for any stock option 
grants in 1997 have not been authorized at this early stage. 
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Q & A»s Philip Morris USA 


(4/22) 


1. How long do you plan to maintain current prices on premium brands (the 
“freeze”)? 

(new) • On April 2 we announced that we expect to forego any further price 

increases on premium brands for the foreseeable future. We took this 
initiative because we have observed that Marlboro and our other 
premium brands will grow when the price differential between them and 
discount brands is narrowed. 

• W e will not increase prices until Marlboro ’s g rowth resumes and the 
price different ial reaches a reasonable level. We will assess the 
situation continuously. For competitive reasons, we don’t intend to 
discuss other aspects of the plan publicly. 

1A. The price hold seems to substantiate the threat of the growing discount segment 
of the cigarette market. In fact, some sources estimate that by 1996 the discount 
segment will comprise 50% of domestic cigarette volume. How does Philip 
Morris plan to deal with the erosion of gross profit margins as the discount 
segment continues to expand? 

(new) • The strategy we announced on April 2 is designed to increase our market 
share and grow long term profitability in a highly price sensitive 
environment. 

• First, we will execute extensive price promotions to reduce the average 
price of Marlboro to a level that has been proven to be effective in 
encouraging consumers to make brand selections based on brand 
preferences rather than price. 

(continued on next page) 
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• Second, we will expand the Marlboro Adventure Team promotion to 
increase further the visibility of Marlboro and consumer involvement with 
the brand. 

• Third, we will intensify efforts to obtain market share in all industry 
segments and will expand the distribution of PM’s discount brands. 

• Finally, we will forego any further price increases on premium brands for 
the foreseeable future. We are confident these actions will produce 
stronger income growth and premium market share over the longer term. 

2. You have mentioned a “multi-phase program.” What are the other phases, and 
when will you implement them? 

• We’ll announce further actions as it becomes appropriate to do so. 

3. You say that the Company plans to undertake aggressive marketing programs 
across the board. Will you elaborate on what these programs will entail? 

• Not at this time, for obvious competitive reasons. We will do so at the 
appropriate time. 

4. How do you plan to promote the discount brands? 

(new) • We will inject trademark value in our discount brands so consumers 
will be encouraged to make their brand selection based on brand 
preferences and trademark value rather than price. We will also expand 
the distribution of discount brands. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 





-3- 


5. With a price freeze on premium brands, should the federal government impose 
heavy taxes on cigarettes, wouldn't this severely undermine the profitability of 
the U.S. tobacco operation in 1993? 

• We hope to establish through our products a broad array of alternatives 
in terms of both price and brand image, which will enable us to continue 
to grow market share in every category we address. 

6. Why are you price promoting instead of just lowering prices? 

• Price promotions a re a temporary or pulsed activity which do not have 

the finality of towerirKTori^ flexibility. 

7. You’ve talked about Marlboro -- what about the other premium brands? 

• While our focus will be primarily on Marlboro, the other brands will 
receive appropriate price promotion support. 
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8. Why aren’t you also cutting the prices on Benson & Hedges and Merit? Isn’t it 
because they are brands that are not popular with kids? And that the real 
growth in Marlboro is in attracting a new, younger generation of Marlboro 
smokers? 


We announced on April 2 that we would forego any further price 
increases on all our premium brands for the foreseeable future, including 
Benson & Hedges, Virginia Slims, Parliament and Merit. W6 intend to 
continue to promote and add value to all our premium trademarks. 
Periodi c price promotions that will allow our consum ers to p urchase our 
premium brands at lower prices will be part of the promotional mix as it 



has been in the past. We will be more aggressive with Marlboro 
^beca use it is our numher nne brand 

We are taking these and other actions to increase market share and 
jrow Iona term profitability in a highly price-sensitive market 
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environment/Philip Morris doesn’t want youth to smoke. We actively 


support legislation that makes smoking illegal for those who are under 18 
years old, and we work with retailers to make sure they understand and 
obey the law. We are scrupulously careful to ensure that all our 
marketing practices do nothing to attract youth. Participation in our 
promotional programs is limited to smokers 21 years of age and older. 

• We don’t believe people under the legal age who smoke base their 
decision on price. Nor do we believe our promotional programs for 
Marlboro will motivate young people to start smoking. 

Do you have evidence that this action will stabilize premium volumes? 

• Yes -- in test market. We were very encouraged by the results. 
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10. How long will il be until you can raise prices again? 

• We will assess the situation continuously. 

11. Will this move have any effect on the current discussions regarding an excise 
tax increase? 

• We cannot comment on matters out of our control. However, we will 
vigorously fight any proposed FET increase. A large FET increase will 
result in a loss of hundreds of thousands of jobs throughout the country 
and billions of dollars to the economy. We believe that when policy 
makers realize this, a large increase is unlikely. 


12. What should we look for to determine if your new strategy is working? 

• Ove rall market share progress, premium brand share progress, the mix 
of sales as measured by retail sales dat* 


13. How bad will 2nd quarter volume performance be? 

• The trade will have a natural inclination to take wholesale inventories to 
bare minimums. We will work to keep adequate inventories. The exact 
impact is difficult to predict, but our volume will be down. 

14. Last week The Wall Street Journal, in an article by Eben Shapiro, mentioned 
that the growth of discount cigarettes was slowing the decline in total industry 
consumption. Will your actions in any way change this? 

(new) • We have no evidence to show acceleration or deceleration in the 
number of adult smokers in U.S. Decline remains at 2-3 percent 
annually. 
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15. How will this new pricing program impact short- and long-term earnings for both 

Philip Morris USA and the Company as a whole? 

• We expect U.S. operating earnings in 1993 to be down substantially, 
which in turn will impact the corporation’s earnings for the year. 

• However, we expect the corporation’s cash flow and earnings to be 
strong. 

• Longer-term, we expect our actions will secure market growth and 
enhance profitability of our U.S. tobacco business. 

16. This seems to be a reactive rather than pro-active step. Why are you doing this 

now? 

• The cigarette industry was one of the last to be hit by the recession’s 
impact on disposable income. Until now, we did not feel that a clear 
trend had been established. 

• We can debate whether this pricing action should have been taken 
sooner. The point is that we are taking it now, we believe it is timely, and 
we fully expect it to achieve the desired results. 

17. Weren’t you really out of tune with the marketplace in underestimating the 

popularity of discount cigarettes - especially in a recessionary environment? 

Why didn’t you make the move before? 

• We would have been irresponsible if we moved too early, just as we 
would have been irresponsible had we waited too long. 

• Marlboro, our core franchise, wasn’t affected until last summer. Last fall, 
we took steps to reduce the price differential between discount and 
premium brands. Early this year we knew the strategy was not working 
and the economy was not improving (continued on next page). 
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• At the same time we were confirming in tests that we did not have a 
franchise problem, that Marlboro still wanted to grow when priced 
competitively, which led to the strategy announced April 2. We believe 
we weren’t too early, and we know we're not too late. 

18. What do you expect the responses of your competitors to be? 

• We can not speculate about what our competition will do. 

19. Is there a maximum price reduction which you expect for Marlboro? 

^responsa^However, in our limited tests in Portland last fall, we 
discovered that with a price reduction of approximately $0.40 per pack, 
the result was a 4% rate of growth for the Marlboro brand. 

20. Are there any actions which your competition might take to keep prices and 
profits up? 

• We do not know. 

21. If pricing flexibility is limited, then how can you conclude that a price reduction in 
premium brands will! work to bring smokers back to Marlboro? 

• Our analysis of past promotions and other research showed that 
Marlboro could grow again if priced at the appropriate level. 

• We confirmed this view in a test in Portland, Oregon that showed, again, 
that Marlboro could indeed grow if the price disparity was brought to a 
more reasonable level [Confidential!: under 40 percent]. This particular 
test resulted in approximately four share points of growth. 
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How do you prevent the cigarette business from becoming a commodity 

business? 

• We believe that Marlboro is one of the strongest trademarks in the world 
and that with the proper pricing, smokers will purchase the brands. The 
brand has tremendous equity. 

• We believe, and tests demonstrate, that Marlboro wants to grow and can. 

What manufacturing results do you expect in PM USA for 199471995? 

• We expect that our rate of growth will be reduced. 

• We expect to hold the line on prices for the foreseeable future and to 
reduce the price of our premium brands at retail through price 
promotions. 

Is Philip Morris conceding a permanent reduction in the profitability of the 

tobacco business? 

• No. We will establish an acceptable rate of growth from this new base 
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25. Could Philip Morris USA have implemented a different strategy? 

• The company evaluated what it believed to be every reasonable 
alternative to the pricing action announced on April 2nd. 

• In our opinion, this price promotion action was the most effective of the 
alternatives available. 


26. Will Philip Morris reduce the level of employment in its domestic tobacco 
business? 

• The company will be vigilant in managing its costs. 


26A. 


Will there be price cuts in discount cigarettes? —-— 

• Philip Morris does not now intend to initiate any price cuts in the discount 

^_category. _ _ ^ __ 

» We don't know what our competition will do.jbut I can assure you that we 

--- - - - marketplace in response to 

any actions they take, which includes pricing. 


• Overall, we will strive to improve our profitability in the discount segment 
and again our share of the category by investing in the equity of our 
trademarks. 

27. What about second quarter shipments? 

• We expect shipments in the second quarter to be down, reflecting 
reduced speculation in inventories. We believe that the trade would like 
to use Marlboro as its traffic builder. Our April 2nd decision will help 
them to do it. 
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28. Now that the price of Marlboro and other premium brands is coming down, will 
this wipe out the market for discount cigarettes? 

• No. Our initiatives are designed to reduce and minimize the negative 
impact that the discount category has had on our business by narrowing 
the price differential between our premium brands and discounts. 

• Until the 1980s, we had a one price tier marketplace. Today, we have a 
multiple price tier marketplace which is consistent with other markets. 

29. Aren’t you really being hypocritical about how regressive increased excises 
taxes will be on consumers, when you’ve been raising the price eight to ten 
percent each year on your premium cigarettes? 

• Not at all. P ricing is actually set hy the dynamics of a free market system 
which include the cost of doing business, econom ic conditions, th e 
willingness and ability of consumers to pay. The market ultimately 
controls the price. If consumers are unwilling to pay a particular price, 
the seller has to decide if it is willing to lower prices to maintain its 
business. 

• Excise taxes are not created by a free market system. They are artificial, 
arbitrary and permanent. Excise taxes are unaffected by changes in 
market conditions' such as supply and demand. When they are added to 
the cost of a product, there is nothing that consumers who want to buy the 
product can do about it except pay it. 
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30. How do you respond to the Centers for Disease Control which say that the 

tobacco industry needs to attract more than one million new smokers each year 
to replace those who died or kicked the habit? 

• Philip Morris markets its products only to adults who have made the 
informed decision to smoke. Our objective is to maintain brand loyalty 

jam on g those adults who smoke our brands , and to encourage smokers 
of competitive brands to switch to ours. About 30,000 adult smokers 
switch brands every day. That amounts to about $10 billion worth of 
business a year. 

• As you know, the number of adult smokers in this country has been 
dropping by two to three percent each year. Still, more than 50 million 
adults smoke in this country, and we believe competing for our piece of a 
shrinking pie is a sound means for growing our business. At the end of 
1992, Philip Morris USA had a 42.3 percent share of the overall U.S. 
market and 48.8 percent of the premium market. 


31. In the three weeks since you announced the new pricing strategy, what has 
happened to Marlboro in the market place? 

• It is too early to measure results because our plan was announced only 
three weeks ago. There are a number of major initiatives in the 
marketplace now that should have a positive effect on Marlboro’s share 
and our overall share of the market by the summer. 
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32. What practical impact do you think a 40 cent retail reduction on a pack of 
Marlboros will have on young smokers? 


ti 


We do not know. 


None of our research deals with people under the legal 


age who purchase cigarettes. And none of our marketing activities are 
directed at people who are under the age of 21. 

Philip Morris doesn’t want youth to smoke. We actively support 
legislation that makes smoking illegal for those who are under 18 years 
old, and we work with retailers to make sure they understand and obey 
the law (“It’s The Law”). 


33. How do you answer your critics who say that for every 10% increase or 
decrease in the price of cigarettes, there’s a 12% drop or increase in the 
number of kids smoking? In other words, would a 20% drop in the price of 
Marlboros produce a 20 to 25% increase in the number of kids smoking? 

• We don't know. None of our research deals with people under the legal 

age who purchase cigarettes. But it would be unreasonable to believe 

that cigarette prices would have a greater impact on minors smoking than 

the existence of civil and criminal penalties associated with the selling of 

cigarettes to minors. 


34. Hbw much trouble is the tobacco industry in now? 

• We are very optimistic about the industry.. Despite a decade of pressure 
from anti-smoking interests, the industry decline rate has remained stable 
at two to three percent annually. Currently, our market consists of more 
than 50 million smokers, which presents considerable opportunities for 
members of the industry. 


V ■ 
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35. Where do you see the tobacco industry five years from now? What will the 
strength of the companies be like and will there be fewer smokers by 1998? 

• We are very optimistic about the future of the industry. Despite a decade 

of pressure from anti-smoking interests, the industry decline rate has 

remained stable at two to three percent annually. 

-{Js At this rate, we will still have a U.S. cigarette market of over 400 billion 

units and 40 million smokers in the year 2000 - the largest market 
behind China, and certainly the most profitable. 


36. Can you comment on Marlboro pricing overseas compared to the pricing in the 
U.S.? 

• Every market is different. All pricing is designed to be competitive in each 
individual market. 


What manufacturing results do you expect in PM USA for 1994? 1995? 

• We believe Philip Morris is the low cost producer in the industry because 
pf cost reductions that began in 1991 and because of our scale. 


We will continue to improve efficiencies so we can take full advantage of 
the resulting benefits as our domestic market stabilizes and our 
international market continues to grow. 
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ACQUISITIONS AND DIVESTMENT 


(rev. 4/12) 


1. Why doesn’t PM make another big food acquisition? 

• We shouldn’t rule out anything. But there are very few big name 
companies in the US that don’t have significant overlap with 
businesses we already have. 

• Cost of such acquisitions would be high in relation to their benefit 

• Overseas, it is a question of availability. 

• Best acquisitions fill portfolio and geographic needs. These tend to 
be mid-sized ones, such as we pursued in 1992. 

2. Why not spin food off? Beer? 

(new) • We see no reason to do so. We think our diversification into food and 
beer has been successful. 


3. The move to acquire Freia Marabou generated a considerable amount of 

negative publicity in Norway. Is the climate in Europe becoming more hostile to 
mergers and acquisitions? 

• More legal and public interest scrutiny is unavoidable. We have 
been fortunate to secure approval and public favor for all prior 
transactions so far. 

• The acquisition is not yet finalized. We are awaiting government 
approval. 
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LIST OF ACQUISITIONS AND DIVESTMENTS 

FOOD ACQUISITIONS 

Argentina 

La Montevideana (frozen) 

u 

Alimentos Especiales 

Greece 

Fiesta (conf. & cheese) 

France 

Grand Mdre (coffee) 

Hungary 

Csemege (choc. & coffee) 

Italy 

Splendid (coffee) 

Norway 

Maarud (cheese)) 

Scandinavia 

Freia Marabou (chocolate) (to be finalized) 

Slovakia 

Figaro (soft drinks & coffee 

Spain 

El Almendro (confectionery) 

« 

El Caserio (cheese) 

M. America 

Jack’s Frozen Pizza 

44 

RJR Nabisco’s cereal business 

China 

Guangtong (coffee) 

44 

Tianmei (Tang) 

Australia 

Twin Valley Fromage Frais 

44 

ETA peanut butter 


TOBACCO ACQUISITIONS 

Hungary Egri 
Czech Rep. Tabak 


(continued on next page) 
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BEER ACQUISITIONS 

Mexico Femsa 

Canada Molson 

• 7.8% ownership of Femsa, a holding company for: 

1) beer company - slightly less than 50% of beer market in Mexico 

2) soft drinks - Coke franchise in about half of Mexico 

3) largest convenience store chain in Mexico 

4) one of largest packaging companies in Mexico 

• 20% of Molson Breweries worldwide which includes Molson & Fosters in 
Canada 

• 100% of Molson U.S. import company, second largest importer after 
Heineken. Includes Molson, Fosters and Kronenbourg. 


DIVESTMENTS 

Canada Hostess/Frito Lay 

Germany Knack & Back 
USA Louis Kemp (seafood) 

Calif, vegetable concentrate 
Colonia Heights packaging 


Re¬ 
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ADVERTISING & PROMOTION 


(rev. 4/22) 


General (pis. see also last Q. on page 13) 

1. Why doesn’t PM support federal legislation mandating compliance with 
the Voluntary Code on Advertising and Promotion? 

• We do not need another layer of government bureaucracy to tell us to do 
things that we are already doing. 

• Information on PMI’s Marketing Code of Practice is first item under 
Tobacco Issues on next page. 


What is PM’s position on legislative proposals that seek to eliminate or reduce 
the tax deductibility of advertising costs? 


(new) 


K We oppose such proposals and seriously question their constitutionality. 


Advertising is a cost of sales.. 


Like all consumer product companies, PM advertises in order to generate 
sales and revenue, which is subject to taxation as ordinary income. 


Advertisingexpenses snould be fully deductible as part of the cost of 
sales._____. 


3. Should legislation be passed to permit the FTC to use its “unfairness doctrine” 

rulemaking authority against commercial advertising? 

• No. The FTC’s unfairness authority is vague, highly subjective, subject to 
abuse and unnecessary. 

• FTC already has authority to deal with false or deceptive advertising 

• (Unfairness Doctrine: The FTC has the authority to prohibit unfair or 
false and deceptive acts and practices. Advertising falls within acts and 
practices. However, the FTC has no rule-making authority to cover what 
it subjectively believes to be unfair advertising which is not false and 
misleading. It is one thing for the FTC to develop standards to determine 
what is false and deceptive, which the FTC has done, but the FTC does 
not have standards for determining unfairness, which is purely 
subjective). 
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Tobacco Issues 


4. What is the PMI Marketing Code of Practice? 

• The code incorporates existing rules and policies that direct how PMI 

markets its cigarettes. Marketing means all advertising, sponsorship and 
promotional activities. 


(new) • 


Some of the key stipulations of the Code state that: 
1 . 


No advertising shall appear in media directed principally towards 
minors, specifically: _ / 


- advertising should not be placed on signs or billboards located 
in close proximity to areas frequented particularly by minors, 


-- advertising'which runs in movie theaters will accompany 
feature presentations directed towards an adult audience. 


2 . 


*- where television advertising is permitted, it should appear only 
during the later evening hours. 


No promotions shall be directed toward minors, specifically: 


-- PMI brand names and logos shall not appear on items marketed 
to minors, 


-- PMI brand names and logos shall not appear on miniature 
replicas of racing vehicles which are offered to the public or in 
video games likely to be played by minors, 


3. 

4. 

5. 


-- when sponsoring entertainment, the entertainer/entertainment 
shall not be of particular appeal to minors, 

-- clothing bearing cigarette names or logos shall be in adult sizes 
only. _ _ _ 

No payments will be made for product placement in films. 

Direct mail marketing of products will not be directed to minors. 

Sampling of products will not be directed to minors. 


(continued on next page) 
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• Compliance is mandatory for all PMI employees and agencies. 

• It supplements existing codes, laws and regulations in countries where 
we do business. 

• In addition, the U.S. tobacco industry adheres to the U ! .S. Cigarette 
Advertising and Promotion Code which regulates its marketing in the 
U.S. market. 

5 . PM’s new promotion, Marlboro Adventure Team , involves “rigorous physical 

activity." How does this tie in with the Voluntary Code’s prohibition on the use of 

sports figures? 

• MAT ads do not violate the Cigarette Advertising Code, which prohibits 
depicting an athlete as a smoker or depicting a smoker participating in 
athletic activities requiring stamina or athletic conditioning beyond that of 
normal; recreation. 

• MAT ads depict normal Rec reational activities, h orseback, motorcycle and 
4X4 riding and rafting; Some of these activities require both knowledge 
and operating licenses. 

• Marlboro is offering ten adult smokers the opportunity to travel through 
the great American West this fall, as accurately depicted in the 
advertisements. 

6. How is the Marlboro Adventure Team program doing? 

• There is great consumer enthusiasm, and awareness is very high. 

• We have received 100,000 requests for applications. 
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7. How much is the Marlboro Adventure Team promotion going to cost? 

(new) • This is a large scale, multi-milliOn dollar program that incorporates 
advertising, promotion and fulfillment. For competitive purposes, we 
cannot give a dollar figure at this time, but we trust the results will fully 
justify costs. 

• Confidential: It is not possible to give an exact number at this point, 
but costs for MAT from 1992 through year end 1993 are estimated to be 
$265 million. 

• This covers (1) gear fulfillment ($170 million); (2) advertising specifically for 
MAT ($39.2 million); (3) point of sale/displays which includes printing and 
distribution of catalogues ($42.4 million) and Administration/Adventure Team 
trip ($13.8 million). 

• The $265 million does not include costs for advertising, promotions etc. 
that would have occurred during this time frame on behalf of Marlboro if 
the Adventure Team Program did not exist. 


8. What rote did Wavne McLaren have in Marlboro advertising? 

• Based on all the information available, we have concluded that Wayne 
McLaren was never used as a principal model at any time in Marlboro 
advertisingTjlt appears that he was a background cowboy in a^jroup 
^hot 
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9. Is PM stepping away from the Marlboro Man as an advertising figure since he is 
not in the Marlboro Adventure Team promotion or the Marlboro Medium ad 
eampaign? 

• No. The Marlboro Man cowboy will remain the anchor and image bearer 
for the Marlboro brand. 

• Marlboro Adventure Team and Marlboro Medium advertising reinforce 
traditional Marlboro images of adventure, freedom and : independence 
against a background of the American West. 

• Marlboro Adventure Team is a promotional way of contemporizing 
Marlboro, and allowing customers a chance to live the Marlboro Man 
cowboy experience on their own. 


10. Why did you cancel the Marlboro Grand Prix of New York? 

• We didn't. It was canceled by Motormarketing International, the event’s 
promoter, who underestimated the cost. 

t 

• PM USA will continue to work with the Mayor and the City of New York to 
develop a Youth No-Smoking advertising program. 
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11. What is PM USA dbing to discourage youth smoking? 

• SuBporLst ate laws establishing 18 as iea aLa ae for tobacco purchases . 

• Active participation in industry-sponsored education prog r am “It’s T he 
Lav<’ (ITL) jo help retailers not to sell tobacco to mino rs. 

• Aggressively litigate unauthorized use of our trademarks or logos on 
products that appeal to youth. 

• Stringent company code requires all modfels in our advertising be over 
25 and look it. We never pay celebrities or sports figures to endorse 
cigarettes. 

• Over 25 years ago, ceased advertising in college publications or media 
for primary audiences under 18 years of age. 

• R equire anyone-receivin g branded pro motional items through the m aijjo 
sign certificate that recipient is smoker at least 21 years old ^ 

Participate in design and distribution of booklet, “Helping Youth Say 
‘No’”, for use of educators and parents. 



12. What is your objection to placing health warnings on items like hats or T-shirts 
which carry a tobacco logo? 

• Our 1993 Proxy Statement (page 19)addresses this question directly and 
contains a full statement of the company’s position, under the heading 
“The Board recommends a vote AGAINST this proposal.” 

(new) • To summarize the company’s position: 

(continued on next page) 


ft 

•Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 


2023003435 



-7- 


• We state that PM does not direct its cigarette advertising and promotions 
towards under-aged consumers, and this policy is spelled out in our 
Cigarette Marketing Code. The policy applies equally to PMI 
subsidiaries. 

• Worldwide health concerns associated with smoking are covered in 
warning notices on cigarette packs, and the Company does not oppose 
reasonable proposals for cautionary notices in its advertising. 

• Due regard must be paid to the Company’s competitive position in 
countries where competitors (often a state monopoly) do not include 
warnings in their advertisements. 

13. A shareholder, John Slade, has advised us about three toys bearing the Miller 
and Marlboro trademarks. Below is our letter to him, in case the subject comes 
up at the meeting. 

(new) • We first became aware of the MARLBORO decorated radio control car in 
the late summer of 1990. It had been licensed and manufactured without 
our knowledge or approval. We took immediate steps to have all 
production recalled. Fortunately, only 3,000 units were produced, and 
they were all taken off the market. It is noteworthy that you could only find 
a box and a pamphlet in the box showing the MARLBORO version of the 
car. It shows that the cars were removed because of our objections. 

• As you know from our previous conversations, Philip Morris has not 
authorized the use of our cigarette trademarks on any toys or any other 
items intended or likely to be used by children, and we actively pursue all 
cases which come to our attention, (continued on next page) 
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In November 1991, MILLER authorized Brookfield Collectors Guild Inc. to 
produce a MILLER-identified collector train set. The license agreement 
stated that the train sets were only to be sold to MILLER distributors and 
employees through direct mail. No sales were to be made at the retail 
level. The agreement also stated that “No licensed MILLER promotional 
products should be distributed through stores that cater to minors." 
Furthermore, Brookfield was instructed to cover the age suggestion on 
the packaging with a sticker that stated, “Adult Collectible.” The license 
agreement with Brookfield expired in November 1992. 

In January 1991, MILLER authorized Tyco to produce electric and remote 
control MILLER-identified race cars, and a remote control hydroplane. 
MILLER terminated the agreement in April 1991. Tyco was permitted to 
liquidate its existing stock, which was expected to take approximately six 
months. 

I would like to point out that since 1991, MILLER has stopped authorizing 
the use of the MILLER trademark on items that may be attractive to 
minors even though many of these items are generally collected by 
adults. Whenever the MILLER logo is pirated, when brought to our 
attention, appropriate action is taken. 


14. What rules govern; our marketing of tobacco products overseas? 
• PM abides by the laws of countries in which we sell. 
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15. 

(new) 


There have been reports in Europe of violations of advertising regulations by 
tobacco companies. Was PMJn yolved? ___ 

• Yes, PM has been involved in some instances. But generally these 
cases revolve around differences in interpretations of laws and 
regulations, and we work with the appropriate authorities to resolve these 
issues. 

^ — ° _i 

• As an example: Prior to negotiations with the tobacco industry over new 
marketing guidelines, the Health Minister sent out inspectors to “find” 
violations of the current guidelines. Notices of violations turned out to be 
based on artificially strict interpretations of the law which had not been 
applied in the past. 


16. What is the status of the proposal to ban advertising in the European 
Community? 

• Current draft EC directive banning tobacco advertising and sponsorships 


still being examined by European Council of Ministers of Health. 

Four countries (Germany, UK, Netherlands, Greece) still oppose severe 
legislation and favor, instead, a self-regulatory system. 


17. Why does PM continue to advertise cigarettes on TV in some overseas 
countries when this practice has been disallowed in the US? 

• PM follows the laws and regulations of every country in which it operates. 


?< 

t 
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18. Mr. Miles, Reader’s Digest recently took out a full page ad in which they called 
the tobacco companies “America’s New Merchants of Death”. They charged that 
because of the companies’ aggressive promotions overseas, tobacco will prematurely 
kill 200 million children in the Third World, and 10% of the world’s population. How do 
you respond? 






This is the kind of wild, unfounded and irresponsible statement, with no 
scientific data to support it, that alarms people unnecessarily. No 
responSiBIi scientist would eveTmdke suU i a eiaim__ 


f Thearticle ir 


The article in Reader’s Digest contained numerous errors of fact and of 
interpretation - too numerous for us to spend time on at this meeting. 
However, I would point out that Philip Morris adheres strictly to its own 
Marketing Code on advertising and promotions, which specifically says 
that: 


1) there will be no advertising directed towards minors in the media, 
on signs/billboards in areas frequented by minors, in movie theatres, 
and on most television programs; 

2) there will be no promotions such as brand names or logos on items 
marketed to minors, on replicas of racing vehicles, or on clothing for 
young people. 

PM’s advertising is directed at individuals who have already made the 
decision to smoke. As a practical matter, however, it is impossible for us 
to advertise cigarettes to smokers while, at the same time, shielding ail 
non-smokers, including children, from exposure to our ads. 

(continued on next page) 
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(new) • Indeed, an independent report published in December by the General 
Accounting Office of the Congress made two observations precisely on 
the targeting allegation based on research in eight Asian countries. First, 
and I quote, “GAO was unable to determine whether U.S. cigarette 
companies intended to target or to appeal specifically to children or non- 
smokers through their advertising and promotional campaigns.” Second, 
and again I quote, "the advertising restrictions in the reviewed countries 
(including industry self-regulatory codes) usually restrict or prohibit.... 
advertising (to children)." 


19. What is the status of the constitutional challenge to the advertising ban for 
tobacco products in Canada? 


The TPCA (Tobacco Products Control Act) prohibits advertising of 
tobacco products, prescribes the nature of displays and signage, limits 
sponsorship of cultural and sporting events, prohibits use of trademarks 
on any packaging except tobacco products, and requires warning labels. 
In July 1991, Canadian lower court upheld a challenge to the Act, finding 
its prohibitions unconstitutional. 

In January 1992, Canadian appeals court reversed, holding that the 
prohibitions contained in TPCA are constitutional. 

Imperial Tobacco and RJR-MacDonald, the defendants, intend to appeal. 


It is very likely that the Supreme Court of Canada will hear this appeal. 
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Food Issues 

20. Will KGF be able to conform its advertising with the new labeling rules? 

• In order to achieve harmonization between labeling and advertising 
requirements, GMA (Grocery Manufacturers of America) has called upon 
the FTC (Federal Trade Commission) to issue a policy statement on food 
advertising. 

21. What is KGF’s position in regard to advertising to children, especially with its 

large portfolio of confectionery products? 

• KGFI policy is that advertising be truthful and that it not mislead. 

• Whether confectionery products are consumed by adults or children, we 
insist that advertising message meets same high quality standards as 
product itself. 

Beer Issues 

22. What is Miller’s position on legislation that would require warnings on alcohol 

beverage advertising? 

• We oppose such legislation. 

• The five “health warnings” that would be required under legislation 
proposed by Sen. Strom Thurmond and Rep; Joseph Kennedy would not 
be effective in reducing alcohol abuse. 

• The information in the proposed warnings is already familiar to the 
public. 
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23. Should alcohol advertising be banned? 




Urban community leaders contend there is too much alcohol advertising in 
inner cities. Will the Company scale back billboard advertising in these 
communities? 

• Restricting advertising in any form will not impact consumption 
Billboard advertising as such does not cause alcohol abuse, and in any 
case represents less than 1% of total industry’s advertising effort. 

• Issues facing inner cities are much deeper than advertising, a visible and 
convenient scapegoat. They will not be resolved by band-aid solutions 
such as advertising restrictions. 


New Q. (4/22) 

Why won’t the Company conduct a survey of children’s perceptions to 
our cigarettes? 

• We don’t conduct surveys of children. If we did, our intentions would be 
misinterpreted - and probably by you, Dr. Connolly. 


24. 


V 


No. People have been drinking beer for 6,000 years. 



Alll credible studies conclude that it is not advertising which causes 
alcohol abuse. - 


J 


Milter has ongoing programs to promote responsible drinking, such as 
the national “Think When You Drink” ad campaign. 


} 
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Political contributions 


(rev 4/12) 


1 . 


2 . 


3. 


Phil-Pac 


How much money did the Philip Morris Companies Inc. Political Action 
Committee (PHIL-PAC) raise in 1992? 


In 1992 raisec^ $524,598.88. 


jCarried over $67,255.82 from 1991. 
In 1991 contributed $542,035.30 including contributions to 291 
candidates for federal office. 


How many Democratic and Republican candidates did PHIL-PAC support in 
1992? 


<1 


179 Democrats7 ($226,945 RepublicansJ $126,989) 



Remaining funds to federal and state committees, state and local 


candidates and operating expenses. 

Does PHIL-PAC support candidates for presidential office? 



Confidential: We did make a $5,000 contribution to debt retirement of 
Senator Bob Kerry’s Presidential Committee (at request of Sen. Wendell 
Ford). 


4. What was the cost for administration of PHIL-PAC in 1992? 

• $60,082 for administrative expenses and solicitations. 

(new) • $165,668 for salaries and fringe benefits. This is for one full time and 

one part time clerk plus portions of salary of two other persons, charged 
to PA budget, not to PAC. 

• Relative to receipts, above sums are low. Most company PAC’s come in 
around one dollar in receipts for one dollar of expense. However, we 
raise one dollar for every 43 cents spent. 

• These expenses do not come out of personal contributions. 
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5. Did PHIL-PAC contribute to Senator Jesse Helms in 1992? 
• No. 


Political Conventions 

6. How much did PM spend in direct sponsorship of the Democratic and 
Republican conventions? 

• Democratic: $100,000 to DNC and sponsored lounge in Madison 
Square Garden. 

• Republican: underwrote luncheon for $100,000. 

(new) • At the $100,000 or more level, there were eight corporations for RNC, 
and for DNC there were nine corporations, 11 labor unions, one PAC 
(Pamela Harriman’s) and one Indian tribe. 

7. How much did PM spend on other events for state delegations at the 
conventions? 

(new) • Events (some of them in co-sponsorship with other companies) cost 
$249,000 at DNC and $107,000 at RNC. Larger amount for DNC was 
because the convention was in our HQ city, costs are higher in New York 
than Houston, and DNC delegations are several times larger than those 
to the RNC. 

8. Wasn’t your convention support calculated to win favor with elected officials and 
appointees in order to contain anti-tobacco activity, regardless of who won? 

• PM is an active and proud participant in the American democratic 


process. 


Our sup port was in response to requests for assistance from vario us 
quarters and was consistent with our position as a major American 

r-- 

corporation. 
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Presidential Debates 

9. How much did PM spend on the Presidential and Vice Presidential debates? 

• PM contributed $250,000 to the Commission on Presidential Debates to 
sponsor the Press Filing Center at each site. 

KGF PAC 

10. How much did KGF’s PAC contribute to Republicans and Democrats in 1992? 

• Total of $40, 649 - $21,649 to Republicans, $10,000 to Democrats, 
$9,000 to other committees. 

Miller 

11. How much did Miller contribute? 

• Miller has two “Better Government Committees in Michigan and 
Wisconsin which contribute to state candidates. In 1992, Michigan 
contributed $4,360 to 26 candidates (17 D, 9 R), and Wisconsin 
contributed $35,963 to 129 candidates (68 D, 61 R). 


Philanthropic Contributions 

1. What were our philanthropic contributions in 1992? 


2. What percentage of income does that represent? 

• It represents 0.85% of domestic pre-tax income and 0.64% of worldwide 
pre-tax income. 


The Company contributed $55,000,000 in 1992. 
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3. Were contributions made in 1992 to organizations with which members of the 
Board of Directors are affiliated 

• Yes. See list at end of this section. 


4. How much did the Company expend on the arts in 1992, exclusive of charitable 
contributions to arts programs approved by the Corporate Contributions Policy 
Committee? 

• Total Cultural Affairs $ 3,911,952 

• Total Cultural Advertising 2,738,000 

• Total Corporate Contributions to the Arts 12,147,941 


5. Which organizations were the recipients of the largest charitable contribution 
grant in 1992? 

• Education 

Foundation for Independent 

Higher Education (FIHE) $ 500,000 

• Health and Welfare 

God’s Love We Deliver $ 92,000 

• Culture and Humanities 

Metropolitan Museum of Art 

(Origins of Impressionism exhibition) $1,000,000/4 

• Conservation and Environment 

New York Botanical Garden - 

Institute of Economic Botany $ 100,000/2 


Civic and Community 


Libertad, Inc. 


$ 200,000 


I 
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6. Has there been an increase in contributions to organizations involving 
minorities? 

• Philip Morris has contributed to a wide spectrum of charitable 
organizations and programs intended to help women, African-Americans, 
Hispanics and other protected classes. 

• Support for programs in this area increased in 1992 to $11,033,544 as 
compared to $4,708,328 in 1991. 


Physically Challenged 

Drug/Alcohol 

Elderly 

Minorities 

Women 

Veterans 


$ 681,951 

233,650 
531,135 
8,990,198 
503,610 
93,000 

Total 11,033,544 


Has Philip Morris contributed to “Project Awareness”? 


Yes. In 1992 we made the second|nstallmen t of aJ ^year $375,000 

— 


pledge to me Chesterfield County Public Schools. 



Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 


2023003448 



- 6 - 


8. Has the Company contributed to disaster relief appeals? 

• Yes. The Company has an active policy of contributing to disaster relief 
appeals both domestically and internationally, and has budgeted 
$700,000 for 1993. 

(new) • In 1992, the Company contributed $835,000 to disaster relief appeals in 
addition to product donations (i.e. water shipments), as follows: 


Flood in Argentina $300,000 

Hurricane Andrew, Florida 250,000 

Hurricane Andrew, Louisiana 100,000 

Earthquake, Egypt 100,000 

Tornadoes, Mississippi 25,000 

Typhoon, Hawaii 25,000 

Flood, Montpelier, Vermont 25,000 

Korean Grocers Assoc., LA civil disturbance 5,000 
ARC Disaster Relief Fund 5.000 


Total 1992 $835.000 


KGF Contributions 

9. Does KGF have a charitable foundation? 

• Contributions are now made through the corporate contributions program 
similar to the rest of Philip Morris Companies. 

10. Hbw much money did KGF give to charities in 1992? 

(new) • $16,452,946 in cash donations. (This is included in the overall $55 

million fund of the PM Cos.). 
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11. Does KGF give away product as well as cash? 

• Food products are contributed to non-profit organizations. 

• Second Harvest National Food Bank Network is used as the vehicle for 
making these in-kind donations. 

12. Can you give specifics for KGF’s contributions in 1992? 

• Hunger and Nutrition $3,213,934 

Education 3,199,440 

Culture 1,825,252 

• Also assist non-profit agencies concerned with needs of minorities, 
women and the handicapped. 

13. Why did KGF decide to end its sponsorship of women’s tennis? 

• It hasn't. At the beginning of the year it completed an agreement to 
sponsor the women’s doubles at the U.S. Open. 

• It did dfecide not to renegotiate its sponsorship of the worldwide tour of 
women’s professional tennis. The cost of this support exceeds the 
benefit to KGF. 


14. How much does KGFI spend on contributions to charitable organizations? 

• Overall budget is approximately $2 million annually 

• Supports variety of activities, such as International Special Arts program, 
the theatre, and especially the Alp Action program for reforestation of the 
Alps in Europe. 
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Date-DilEClQE___ Other Directorships 


1992 

H. Maxwell 

America - European Community Association - $250,000 


Chairman of the Executive 

American Friends of Cambridge University 


Committee 

Bankers Trust Company 


Philip Morris Companies Inc. 

Bankers Trust New York Corporation 


Training/Experience 

Cambridge University Development Office in U.S. 

Foreign Policy Association - $85,000 


marketing 

Institute for Advanced Study 

Retirement 

New York Public Library (Honorary Trustee) - $101,150 
NY Society for International Affairs, Inc. - $180,000 

The News Corporation 

Norton Gallery 

Overseers Cornell University Medical Center 

Date 

_Director_ 

_Other Directorships 


1994 J. A. Cordido-Freytes, Ph.D. None 
Member 

Betancourt, Cordido & Associates, 

Caracas, Venezuela, Attorneys; 

President 

C.A. Tabacalera Nacional 


Training/Experience 
law, education 


Retirement 

Date_ Director _ 

1994 T. J. Moore, Jr. 

Counsel 

Huntdn & Williams 
Attomeys-at-Law 
(Formerly Chairman & CEO 
Dominion Resources, Inc., 
now retired) 

Training/Experience 
law, utilities 


_Other Directorships 

Central Fidelity Banks, Inc. 

Colonial Williamsburg Foundation (Trustee) - $31,000 
Dominion Resources, Inc. 

Eron/Dominion Coegen Corp. 

GTE Corporation 

Richmond Renaissance Incorporated - $37,500 
Virginia Foundation for Independent Colleges (Trustee) 
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Retirement 

Dale_ 


DiiesiQL 


Other Directorships 


1995 P. W. Douglas 

Retired Chairman & CEO 
The Pittston Company 

Training/Experience 
economics, finance 


George C. Marshall Foundation (Trustee) 

Holmes Protection Group 

International Center for the Disabled (Trustee) - $22,500 
MacMillan Bloedel Ltd. (Vancouver) 

New York Life Insurance Company 
Phelps-Dodge Corporation 
St. Lukes Roosevelt Hospital (Trustee) - $50,000 
United States Trust Corporation & 

United States Trust Co. of New York 


Retirement 

Dale _ Director _ 

1996 H. Brown, Ph.D. 

Counselor 

Center for Strategic and International 
Studies (CSIS); 

Partner, Warburg, Pincus and 

Company 

(Formerly: 

Chairman, Foreign Policy Institute 
The Johns Hopkins University 
School of Advanced International 
Studies; 


Other Directorships 

AMAX, Inc. 

Arnold and Mabel Beckman Foundation 
California Institute of Technology (Trustee) 
CBS, Inc. 

Cummins Engine Co., Inc. 

Evergreen Holdings, Inc. 

IBM Corporation 
Mattel Inc. 

Rand Corporation (Trustee) 


Trilateral Commission (North America) 

U.S. Secretary of Defense; 

General Partner, Warburg, Pincus & Company) 


Training/Experience 

physics, university administration, 

military research, government 


Retirement 

Dale_Dimcioi_ 

1996 J. M. Rlchman 
Counsel 

WachtelL Lipton, Rosen & Katz 

Attomeys-at-law 

(Formerly: 

Chairman and CEO 
Kraft General Foods) 

Training/Experience 
law, food manufacturing, 
marketing 


_Other Directorships 

Continental Bank Corporation 
Continental Bank N.A. 

Evanston Hospital Corporation 

The Johnson Foundation 

Northwestern University (Trustee) - $5,000 

R.R. Donnelley & Sons Company 

USX Corporation 
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Retirement 

Da&_ 


Director 


Other Directorships 


1997 H. G. Storr 

Executive Vice President & 

Chief Financial Officer 
Philip Morris Companies Inc. 
Chairman & CEO 
Philip Morris Capital Corporation 

Training/Experience 
finance, accounting 


Chemical Bank (Advisory Board) 
International Tennis Hall of Fame - $29,500 
(Director & Treasurer) 

Klingelnberg Corporation 


Retirement 

Dais _ Director _ 

1998 R. E. R. Huntley 
Counsel 

Hunton & Williams 
(Formerly: 

President, Washington and Lee 
University 

Dean of Law School, 
Washington and Lee University) 


Training/Experience 
law, education, catalog sales 


_ Other Directorships 

Richmond Renaissance - $37,500 
Sprint 

Union Theological Seminary (Member, Board of Trustees) 
Virginia Foundation for Independent Colleges (Trustee) 
Virginia Historical Society (Trustee) - $110,000 


Retirement 

Dale-Director _ Other Directorships 


1999 J. D. Nichols 
Chairman & CEO 
Illinois Tool Works 
(Formerly: 

Executive Vice President 
and COO Aerojet-General Corp.; 
Director, financial Controls 
ITT Corporation) 

Training/Experience 

manufacturing 


Argonne National Laboratory 
Art Institute of Chicago - $299,035 
Business Roundtable 

Chicago Symphony Orchestra - $165,000 
Household International Corporation 
Junior Achievement of Chicago - $100,000 
Lyric Opera of Chicago - $44,000 
Museum of Science and Industry - $55,000 
Rockwell International Corporation 
Stone Container Corporation 
University of Chicago (Trustee) - $35,000 
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Retirement 

Date 


Director 


Other Directorships 


2000 M. H. Bring 

Senior Vice President & 

General Counsel 

Philip Morris Companies Inc. 

(Formerly: 

Senior Partner, Arnold & Porter) 

Training/Experience 
law, government 


Lawyers Committee for Civil Rights 
The Legal Aid Society - $131,250 
New York City Opera Co. 

New York Law Center Foundation 

Whitney Museum of American Art (Trustee) - $93,150 


Retirement 

Date.-Director_ Other Directorships 


2000 


W. H. Donaldson 

Chairman & CEO 

New York Stock Exchange, Inc. 

(Formerly: 

Dean of the Graduate School of 
Management of Yale University 
William S. Beinecke Professor in 
Management Studies 
Counsel to the Vice President of 
the United States 
U.S. Undersecretary of State 
Co-founder, Chairman and CEO 
Donaldson, Lufkin & Jenrette, Inc.) 


Aetna Life & Casualty Co. 

Business Council of the State of New York 
Carnegie Endowment for World Peace 
Council on Foreign Relations - $7,500 
Honeywell, Inc. 

Lincoln Center for the Performing Arts, Inc. - $452,150 
Marine Corps Command & Staff College (Trustee) 
National Executive Service Corps - $5,000 
New York City Partnership - $62,500 
St Lawrence University (Trustee) 


Training/Experience 

finance, education, management 

government 


Retirement 

Dale._Director _ Other Directorships 


2000 K. R. Murdoch None 

Chairman & CEO 
The News Corporation Limited 


Training/Experience 
publishing, motion pictures, 
television 
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Retirement 

Date_ 


Director 


Other Directorships 


2001 R. W. Murray 
President and COO 
Philip Morris Companies Inc. 

Training/Experience 
finance, accounting, marketing 


Alvin Ailey American Dance Theater - $306,150 
American Museum of Natural History - $64,000 
International Tennis Hall of Fame - $29,500 
Polytechnic University (Trustee) - $21,000 
United Negro College Fund - $1,057,650 


Retirement 

Bale- Director _ Other Directorships 


2004 M. A. Miles 

Chairman of the Board & CEO 
Philip Morris Companies Inc. 

Training/Experience 
advertising, marketing, fast food 


Business Committee for the Arts, Inc. • $20,000 
The Business Council 
The Business Roundtable 

The Chicago Council on Foreign Relations - $10,000 
The Conference Board (Trustee) - $50,750 
Grocery Manufacturers of America, Inc. 

J.L. Kellogg Graduate School of Management - $30,000 
Junior Achievement of Chicago - $100,000 
The Lyric Opera of Chicago - $44,000 
National Multiple Sclerosis Society - $186,895 
New York Chamber of Commerce and Industry 
New York City Partnership Inc. - $62,500 
President’s Advisory Committee for Trade Policy 
and Negotiations 
Sears, Roebuck and Company 


Retirement 

Bale- D i rector -Other Directorships 

2004 R. S. Penske American Express Company 

President Conner Peripherals, Inc. 

Penske Corporation; Henry Ford Museum & Greenfield Village (Trustee) 

Chief Executive Officer, Shearson Lehman Brothers Holdings, Inc. 

Detroit Diesel Corporation and 
Penske Track Leasing Corporation 


Training/Experience 
transportation, 
automotive technology, 
retail sales 
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Retirement 

Date_ 


Director 


Other Directorships 


2007 E. E. Bailey, Ph.D. 

John C. Howard Professor of 
Public Policy & Management, 
The Wharton School of the 
University of Pennsylvania 
(Formerly: 

Dean, Graduate School of 
Industrial Administration, 
Camegie-Mellon University, 
Vice-Chairman, Civil Aeronautics 
Board) 

Training/Experience 
economics, research, teaching 


Brookings Institution 
College Retirement Equities Fund 
CSX Corporation 
Honeywell Inc. 

National Westminster Bancorp Inc. 

(Note: $3,500 contributed to The Wharton School.) 


Retirement 

Date. - Director _Other Directorships 


2008 J. S. Reed Americas Society 
Chairman 

Citicorp and Citibank, N.A. 

Training/Experience 
engineering, finance 


Center for the Advanced Study in Behavioral Sciences 
Corporation of MIT (Member) 

Memorial Sloan-Kettering Cancer Center (Board of Managers) 
Monsanto Co. 

National Bureau of Economic Research, Inc. - $10,000 
(Trustee) 

Rand Corporation 

Russell Sage Foundation (Trustee) 

Spencer Foundation 


Retirement 

Date _ Director _ 

2013 J. Evans 

Vice President & General Manager 
Home & Personal Services 
Division 

U.S. West Communications, Inc. 

Training/Experience 
marketing, direct mail, 
retailing 


_Other Directorships 

Catalyst - $21,150 
Edison Brothers Stores, Inc. 

Ladies Professional Golf Association 
Maidenform Inc. (Advisory Board) 
The Phoenix Heard Museum 
Women’ s Forum 
Young Presidents’ Organization 
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Director 


Retirement 

Date_ 


Other Directorships 


2017 R. D. Parsons 
Chairman & CEO 
The Dimes Savings Bank 
of New York, FSB 

Training/Experience 

law 


Federal National Mortgage Association 
Howard University (Trustee) - $75,000 
Metropolitan Museum of Art (Trustee) - $267,000 
Rockefeller Brothers Fund 
Time Warner Inc. 


Emeritus Directors 


Retirement 

Date_Chairman Emeritus __ Other Directorships 


Permanent J. F. Cullman 3rd 

Chairman Emeritus 
Philip Morris Companies Inc. 

Training/Experience 
business, marketing 


African Wildlife Foundation 

American Museum of Natural History (Trustee) - $64,000 
Atlantic Salmon Federation (U.S.) (Chairman) 

IBM World Trade Europe (Honorary Director) 

International Tennis Hall of Fame - $29,500 
(Chairman of Executive Committee) 

Walt Disney Company (Director Emeritus ) 

World Wildlife Fund - The Conservation Fo undatio n 
(Chairman Executive Committee) - $62,500 
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CORPORATE GOVERNANCE 


(rev. 4/12) 


1. Shareholder Proposals 

Three Shareholder Proposals will be presented at the meeting. The speaker for the 
first one, on the Voluntary Code of Cigarette Advertising, will be Dr. Connolly. Me 
might start the proceedings with a dramatic gesture on the order of: 

“Before I present my proposal on the Voluntary Code, I would ask all those 

present to bow their heads and say a prayer for Wayne McLaren, the former 

Marlboro Cowboy who died of cancer caused by smoking Marlboro 

cigarettes”. 

Dr. Connolly (or Father Crosby) could well give a short prayer, to which our answer 
should be: 

• “Thank you. Let us now proceed with the meeting.” 

NOTE: This scenario did not take place at the RJR meeting. 

The other two Shareholder Proposals are concermed with: 

Global Warnings - covered in Q. 1 under Labeling and Proxy Statement. This same 
proposal was submitted at last year’s Annual Meeting, 

Shareholder Rights (poison pills! - covered in the Proxy Statement 


Subjects of Withdrawn Shareholder Proposals : 



to require Company to produce annual report of lobbying on 


anti-smoking legislation, including the specific amounts expended there\for. 

b)Tconfidential Voting cjf proxies: Philip Morris adopted a form of confidential voting 
ana our policy can be found on page 1 of the Proxy Statement. 


CERES Principies~asj ?s the Company to endorse a number of environmental 


principles. 


d) Moderate Drinking -/to require the Company to adopt a federal government 
crefirritton, ana use iTiri public service announcements and report to shareholders. 

ej) Cheese Exchange^ creation of review committee on stabilizing milk prices. 

C-- -- 1 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 


2023003461 



- 2 - 


General 


1. What procedures are in place to review CEO performance? 
• to be handled by MAM personally 


2. What is your position on separating the offices of Chairman and CEO? 
• to be handled by MAM personally 


3. Has there been any impact on Philip Morris from the new SEC regulations 

enabling shareholder groups to communicate with each other without violating 
proxy rules? 

• We don’t know of any 


4. Is it possible that major shareholders might withhold votes for directors? 

• Anything is possible, but I would hope that this would not happen. We 
give much thought and consideration to each nomination in order to 
obtain the person we consider best qualified for the job. 


5. With the problems presently being faced by Philip Morris, how can you justify 
spending time on the boards, of other companies, like Sears? 

• Rret^of all, let mesa^ttQtf^rv^on°or^y o^ ouls^ecompany board. 

• It is important for a chairman to serve on other boards because it 


provides valuable experience and id eas! J 

If we expect to attract other qualified board members, we must in turn be 


willing to serve on other boards. 
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6. Have you had any indication that any large group, such as CalPERS might want 
to try and make changes in PM’s corporate structure, as happened at Sears? 

• No. 


7. Have there been any instances in which the Board disagreed with a significant 
management decision? 

• NOt to my knowledge. 

8. Do you think that Boards of Directors should take a more active role in 
management? 

• There is nothing wrong with Boards being active. As a matter of fact, all 
the Boards I know play a very active role. At the moment there is a lot of 
media hype about inactive boards, but unless you are in fact serving on a 
board you are not in a position to know how active or inactive it is. 

9. Is the Company’s CEO available to meet with shareholders upon request, and if 
so, on what basis? 

Yes, from time to time when such requests are made. Each matter would 
have to be reviewed on its own 
Investor Relations department' 
to give information. 


merit 


In any case, we have a very active 


vhich is always available for meetings or 
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10. Is there much contact between outside directors and the company’s top 

managers who do not sit on the Board? 

• Monthly board meetings offer regular opportunity for contact. 

• Managers attend Board luncheons. 

• Top managers make presentations to the Board, and attend major Board 
planning meetings and trips. 

• There are informal question and answer sessions between the two 
groups. 

(new) • The company’s top managers participate with the directors in a three day 
strategy session to set the Company's Five Year Plan. 

11. How much communication is there between ordinary shareholders and top 

management? 

• Regular program of meetings between senior management, financial 
analysts and representatives of major institutions who are the beneficial 
holders of millions of shares of PM stock owned by “ordinary” 
shareholders. 

• Company policy is to maintain open communication with all of its 
shareholders/owners. 
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12. When does the Company's shareholder rights plan (poison pill) expire, and 
what is your position with respect to extending the plan? 

• The Rights Plan was passed by the Board on October 25, 1989. The 
Rights will expire on October 25 ^1999 ^j nless redeemed earlier or 
exchanged by the Company. It is discussed in the 1992 Annual Report 
on page 45, Note 7. 

• We feel that redeeming the Rights at the present time would deprive the 

Board of an important tool in preserving the long-term value of the 
$ 

Company and the investments of our shareholders. 

(new) • Further, an important study completed recently at a leading university 
(Rochester) concludes there is no evidence that the mere existence of 
anti-takeover measures contributed significantly to the end of the 
takeover boom of the 1980's. Contrary to trhe position taken by 

proponents, the study suggests that shareholder rights plans are “reliably 

* 

associated with larger premiums for shareholders who sell their shares in 
a successful takeover.” 

• The Company’s position regarding the plan may be found on page 20 of 
the Proxy Statement. 
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13. What is the Company’s policy on confidential voting? 

(new) • Policy is stated on page 1 of Proxy Statement: proxies and ballots that 
identify the vote of individual shareholders will be kept confidential, 
except: 

• as necessary to meet tegal requirements J in cases 

where stockholders write comments on their proxy cards, 
or in a contested proxy solicitation. 

• During the proxy solicitation period, the Company will receive aggregate 
vote tallies from its Independent Proxy Solicitor, but not the name 

of stockholders. The Independent Proxy Solicitor will notify the Company 
if a stockholder has failed to vote so that he or she may be reminded and 
requested to vote. 

14. Are you considering a ban on golden parachutes? 

(new) • No. We believe that employment contracts are essential in order to 
attract and retain superior employees who hold top management 
positions. (For chute provisions, pis. refer to P. 16 of Proxy, “Certain 
Agrements") 

15. What do you think of shareholder demands that special committees be formed 
to investigate issues of current concern? 

• Our current Board Committees are well equipped to handle ongoing 
issues as well as to address newly emerging ones. We do not believe 
that special committees would serve any additional useful purpose. 
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16. 


Has the Board formed an Ethics Committee or Social Responsibility 
Committee? 


las 


been in existence for over 20 years. 


Yes. The Committee on Public Affairs and Social Responsibility 


17. Do the Nominating and Compensation Committees comprise only outside 
Directors? 

• Yes. 


18. Why has the company not established a Shareholder Advisory Committee 
of the Board? 

• Not necessary. All the directors are responsible to all the shareholders. 


19. How does the company keep its outside directors informed of company 
matters? 

• Meet 11 times per year. 

• Regular reporting of all company operations at monthly board meetings. 

• Annual three-day planning session to review company’s 5-year plans. 

• Presentations on specific operations at each board meeting. 

• Answer questions as they arise. 

20. How dbes the board actually participate in formulating company strategy? 

• By reviewing and analyzing company’s 5-year plans. 

• By reviewing and analyzing all new investments exceeding $5 million 

and all increases in existing investments over $25 million. 
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21. Have any institutional investors sold large amounts of Philip Morris stock lately? 


















(new) • 


There have been both sales and purchases: 

Fidelity Management & Research has sold 4.4 million shares. As of April 
12, it still owned one million shares, compared to 5.4 million on record as 
of March 11. 


Putnam Management sold 950,000 shares. 

Bankers Trust’s managed funds sold 900,000 shares. 

Colorado Public Employees’ Retirement System sold approximately 
500,000 shares. 


On the other hand. Swiss American Securities bought one million shares 
on April 2. 

There were increases by brokers acting significantly on behalf of 


speculative interests: 


Bear Steams 
Dain Bosworth 
Goldman Sachs 
First Boston 
Wagner Stott 


up 1.3 million shares 
up 0.9 million shares 
up 0.7 million shares 
up 0.7 million shares 
up 0.6 million shares 


Retail customers of Charles Schwabb and Merrill Lynch purchased 1.1 
million shares on April 2. 

We have no knowledge of Warren Buffet’s shareholding position. 
(However, two analysts advised us a few days ago that, to their 
knowledge, there had been no movement in this portfolio]. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 


89S’COOezOZ 



-9- 


22. Mr. Miles, I’d like to ask Mr. Murray this question. Mr. Murray: In 1992 you 
exercised options on 406,000 shares and you realized a value of approx. $20 
million. As you no longer have any shares that may be exercised, does this 
mean that you have lost faith in the company? 


To be handled by Mr. Murray, who may wish to include in his answer that 
he exercised but - despite recent press reports, which were later 
retracted - did not sell any shares acquired thereby and that his exercise 
of options has made him a holder of a significant number of shares, 
demonstrating his strong faith in the future of the company. 


23. Have any officers or directors or their associates disposed of large blocks of the 
company’s stock recently? 

• October 1992, John Richman exercised option for 72,000 shares and 
sold them. 

• December 1992, John Tucker exercised option for 58,500 shares and 
sold them. 


24. Why did they exercise their options? 

• We do not know, and we do not make enquiries into the actions of 
individuals as long as they conform to SEC regulations. 
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Composition of Board 

25. Why don’t you have more women and minorities on the Board of Directors? 

• At this time we have two women Directors and one African-American on 
the Board. 

• There have been times when there were more women and minorities on 
the Board. As a company committed to diversity, we are constantly 
evaluating the qualifications of people who can be good contributors to 
the Board. 

• We don’t have a quota system. We try to strike the right balance. 

26. What is the percentage of outside to employee directors? 

• Out of a total of 19 directors, 4 are employee directors - Murray Bring, 

Bill Murray, Hans Storr and myself. 


27. Some people might think that having 19 people on the Board makes it 

cumbersome. Is any consideration being given to decreasing this number? 

• No. 

• Over the years we have had larger boards. We consider that our present 
board is the right size, giving us the diversity and experience we need- 
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28. Are there any directors who might face possible conflicts of interest because 
they sit on the boards of other companies with whom PM deals? 

• Our lawyers have looked at any possible conflict of interest, and they do 

not feel there are any. 


29. How independent are your directors? Aren’t most of them tied to the company 

in one business or another? 

• We have a very distinguished Board and we are delighted they are 

willing to serve. __ 

• Our directors are very independent - both according to the SEC definition 
and i n the way they approach issues. 

*—' there are no interlocks reflected in^ur Board membership^ 

• It is by no means unusual for big companies like ours to have its bankers 
or lawyers on the Board. 


30. What criteria does the Nominating Committee use to establish the 

independence of Directors? Describe any interlocking relations among the 
directors. 

• We use the same criteria as when we look for Directors in general, like: 

(1) multinational business experience 

(2) diversity 

(3) governmental experience 

(4) academic experience 

(5) genuine interest in our business. 

• We don't seek out individuals who have relationships with the company. 
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31. Do you think it is in the Company’s interest that former CEO’s should be on 

the Board? 

• Yes. Hamish Maxwell and John Richman have a wealth of 
experience in dealing with the many issues our company faces today. 

• This experience is of great value to current management and provides 
continuing value for our shareholders. 

32. Has the Company considered adding an environmentalist to the Board? 

• No. All our Directors are responsible to all shareholders in every 
category of the company’s operations, including environmental matters. 

33. Are you thinking of having an employee representative on the Board? 

• No. 

34. Rupert Murdoch was critically portrayed in a biography published earlier this 

year. How do you react to these critical comments on him? 

• Rupert Murdoch has broad international experience, and we are happy 
to have him on our Board. 
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35. This is the second consecutive year Mr. Murdoch has failed to report stock 

transactions in a timely matter. Mr. Murdoch, what seems to be the problem? 

• [Depending on the form of the question, Mr. Murdoch or Mr. Miles may 
wish to consider the following: In each case, transactions involved a 
small number of shares which were overlooked inadvertently. As soon 
as the oversights were discovered, reports were filed immediately.] 

36. How often does the Board of Directors meet? 

• Eleven times a year. Every month except July. 

37. How long do board meetings last? 

• Approximately three hours. 

38. What was the average attendance of the directors at the board meeting? 

• 90%. 

39. Are directors paid their fee if they are absent? 

• No. 
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40. How much lime do outside directors spend on company matters? 

• Each director is member of one or more committees, some are members 
of four committees, and each committee meets 3 to 5 times a year for at 
least an hour each. 

• Directors also attend 11 regular Board meetings a year, which last about 
3 hours each. 

41. Where were Board meetings held in 1992? 

• Nine meetings at Philip Morris headquarters in New York, one in 
Washington, D.C., and one in Richmond. 

Annual Meeting Arrangements 

42. Has the Company considered rotating the annual meeting among locations with 

large shareholder concentrations? 

• We have considered it, but Richmond is the traditional home of Philip 
Morris. 

• The Company is incorporated in Virginia. We have many shareholders, 
employees and retirees in the Old Dominion. 

43. Can nominations to the Board of Directors be made from the floor at the Annual 

Meeting? 

• No. The company’s By-Laws provide that such nominations must be 
made in writing during a specific period following the date of the previous 
year’s proxy statement. 
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44. What is the cost of holding the annual shareholders’ meeting? 

• The cost in 1992 was approximately $2,000,000 

• This included $475,631 for printing of the proxy statements, and 
$880,261 postage for mailing them and Annual Reports. The rental of 
the tent and related expenses amounted to $195,000. 

45. Will a post-meeting report and a complete transcript be sent to shareholders? 

• Yes. A post-meeting report is included in our First Quarter Report mailed 
to shareholders in June. 

• A complete written transcript is available upon written request to the 
Corporate Secretary. 

46. Why can’t we hold the shareholders’ meeting in an auditorium large enough to 

accommodate everybody? 

• We could, but we like holding our meeting on our own premises. We feel 
it is part of the Philip Morris tradition. 


47. Why isn’t there a No Smoking section in this auditorium? 

• No request has been received. 

• If we get a request in the future, we want to be reasonable and will 
consider it. 

• As I’m sure you’ve noticed, this auditorium has very good ventilation 
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Audit Matters 

48. What steps have been taken to strengthen internal controls to prevent kickbacks 
and other employee-vendor fraud? 

• The Company maintains a system of internal controls to ensure that: 

(a) transactions are executed in accordance with management’s 
authorization and properly recorded, 

(b) assets are safeguarded and 

(c) accountability for assets is maintained. 

• A professional Corporate Audit staff monitors the effectiveness of the 
controls. 



Key employees and Directors are sent thelBusiness Conduct Policy 


annually^^They must certify compliance with the policy each year and are 
requested to submit exceptions to such policy to the General Auditor or 
the Secretary of the Audit Committee for review. 


This yea ^a special 800 numberhj as been put in operation for the use of 
employees wishing to report any wrongdoing but preferring to remain 


anonymous. 

49. Do the Corporate auditors report directly to the Audit Committee? 

• The General Auditor, who heads the Company’s Corporate Audit 

Department, reports directly to the Executive Vice President and Chief 
Financial Officer, and has direct access to senior management and the 
Audit Committee at his discretion. 
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50. What does the Company do about auditors also auditing its competitors? 

• Coopers & Lybrand has strict internal policies relating to the 
confidentiality of client proprietary information. 

• It maintains separate engagement teams so that the same personnel 
would not serve major competitors. 


Questions fr om “The Heroes" (Commi ttee of Concerned PM Employees! 

(Whole section is entirely new) 

51. Why did the Proxy Statement fail to inform shareholders of the business 
affiliations of the Directors, a failure that constitutes fraud by omission? 

• First, we reject your suggestion of fraud by omission. The Proxy 

Statement did not “fail to inform" shareholders of the business affiliations 

of our Directors. Indeed, their business titles and directorships are set 

forth very clearly. The information in our Proxy Statement is required by 

the disclosure rules of the SEC. We comply fully with those rules. 


The business relationships to which you refer a recommon and usual, 
permitted by the regulatory authorities and conducted - in all cases - at 
_armsJength. _- 
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52. How can you justify the presence on the Board of many Directors whose 

qualifications and performance on other boards is suspect at best? 

• Prospective members of the Board are previewed extensively by its 
nominating committee. The qualifications of each nominee to serve are 
examined exhaustively by the committee before it makes a 
recommendation to the Board. 

• Many or our Directors also serve on the boards of some of this country’s 
most outstanding companies. They bring a wealth of valuable 
experience to your company. 

• We are fortunate to have such an outstanding Board. Your criticisms are 
simply unfounded. 

53. Why did the Company deliberately misrepresent itself to the shareholders by 

concealing 1992 trade imbalances? 

• We have never concealed trade imbalances. 

• Inventory management in the tobacco industry is a very complex subject. 
I shall not attempt to explain how and why we made some of the 
decisions we made. Such a discussion could take hours. 

• Any trade imbalances which may have existed resulted from reasonable 
sales assumptions which proved later to be incorrect. Both we and the 
trade made many of the same assumptions. 

• You may assume that remaining trade imbalances are being rectified. 

(continued on next page) 
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• We can state categorically that our returns have been minimal, which 
leads to the conclusion that although some of the sales assumptions 
were more aggressive than others, the vast majority were correct. 

• It should be noted that we want to ensure enough supply, and a certain 
minimum level of inventory is necessary. 

Why does the Board retain so many inside members (“a full one third”) who 
haye a vested interest in maintaining the status quo? Are you willing to reduce 
inside directors to two by 1994? How can the independence of the outside 
directors be guaranteed when so many of them do extensive business with the 
Company? 

members standing for 

reelection, 4 are insiders - Mr. Murray, Mr. Storr, Mr. Bring and myself. 
Messrs. Maxwell and Richman are no longer involved in the day-to-day 
operations of the business. 

The six outsiders whose firms do business with the Company and whose 
independence you impugn have also demonstrated their absolute 
independence time and time again. 

I cannot say what the Board will do but I suspect it will not reduce the_ 
inside directors to two by 1994 bec ause there is absolutely no reason for 
it to do so. Nor is there any reason to ask directors to refrain from doing 
business with the Company. I can represent to you now that each such 
director is totally independent. 


We do not accept your premise. Of th^J8J3)>ard 
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55. Mr. Miles, are you ready to take responsibility for the Company “tumbling into 
the abyss" in which it now finds itself? Are you prepared to face legal action 
against the Board and management brought by shareholders and employees? 

• Again, your premise misses the mark. For 1992, Business Week listed 
your company as the most profitable in the U.S. There are hundreds of 
large companies in the U.S. which can only hope, someday, to match our 
outstanding financial performance. 

• We have made a course correction, and we intend to make good on our 
promise to perform. 

• Yes, the Board does hold me responsible for running this company and I 
intend to demonstrate that it is on the right path. 

• We believe that lawsuits such as the one you suggest would prove to be 
a waste of your time and money. 
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1. Why give non-employee directors 400 shares of stock in addition to retainers 
and fees? 

• This is a mechanism designed to increase the ownership position of our 
directors rather than provide only cash compensation to directors. 

• We feel that it is important to align directors’ interests with those of 
shareholders. 

2. Why give directors retirement benefits? 

• For competitive reasons; most large companies provide such benefits. 

• This rewards Board members for Ibnger terms of service. It acts as a 


retention vehicle. 


What other benefits do you provide outside directors? 

• Outside directors re ceive the following "benefits’': Reimbursement for 
business travel; an ^l Life insurance! ~J 

• Outside directors have access to the following on a contributory basis 

(pay 100% of premium): Medical insurance; Dental coverage; 

Pension; and Voluntary deferral opportunity for director fees. 

Why does Mr. Miles have an agreement specifically related to termination 
benefits? 


J3T 


joes Mr. Miies nave an agreement speumcaiiy related to termination 

When the KGF severance agreements were eliminated, it was agreed [ 

that all KGF employees, in the event they were involuntarily terminated, \ f ^ 

would be eligible for a severance arrangement. \ 


Severance arrangements were very much in use on competitive basis. 
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Additional Questions (sen! by Wachtell, Upton, April 13) 

1. Did the Company engage in discussions this proxy season with any 
shareholder or shareholder group concerning the inclusion or exclusion of any 
shareholder proposal in the Company’s proxy statement? If so, give details. 

• The Company engaged in discussions with ail shareholder proponents, 
resulting in withdrawal of the majority of the proposals. Pis. refer to page 
1 of this section. 

2. What are the procedures for director nominations? How were the nominees 
selected? Is shareholder input sought in the nomination process? 

• Nominations for directorships must be submitted in writing during a 
period specified in the By-Laws (Article II, Section 4). Shareholders are 


always free to submit nominations. 


On average, on how many boards of directors do the Company’s independent 
directors serve? What is the highest number of directorships held by a 
Company director? 

• On average, the number is] 


Highest number of directorship 
Nichols) 



by a Company director ii 



How much stock do the directors own and, generally speaking, is it an important 
percentage of their respective portfolios? 

• Number of shares owned by directors can be found on page 9 of Proxy. 

• We have no way of knowing whether this is an important percentage of 
their respective portfolios. They are under no obligation to communicate 
this information. 




s $ f iss*’*! sra ■ 
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5. We would like information on director compensation programs, board 
committees and director participation. 

• Directors’ compensation is fully set out on page 8 of the Proxy. 

• Composition of board committees can be found under individual names 
in Proxy (pp. 3-7). 

• Director participation is reviewed in Q. 20 of this section. 

6. If compensation of top executives is set relative to a peer group, what is the 
relationship sought to be achieved - e.g. median, top quartile, etc.? 

• Top quartile - pis. see “Components of Compensation”, page 10 of Proxy. 

7. How much stock is owned by the CEO and top five most highly compensated 
officers as a group? 

• Listing of the most highly compensated officers of Company can be found 
on page 13 of the Proxy, and their individual shareholdings, fisted by 
name, on page 9. 

8. How do the Company’s incentive plans work (eg hurdle rates etc.)? 

• Our incentive plans do not contain hurdle rates. The incentive reserve is 
limited to a percentage of the cash dividends paid to our shareholders, 
(see also pp. 10-11 of the Proxy). 

9. Who are the members of the Compensation Committee and what are their 
qualifications for serving on such committee? Are there Compensation 
Committee interlocks? 

• List of members is on page 11 of Proxy. Their qualifications are of the 
same calibre as those of other directors and the criteria used are listed 1 in 
Q. 30 of this section. 

• There are no interlocks reflected in our board membership. 
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ENVIRONMENT 


1. Why haven’t PM Companies signed the CERES (Valdez) Principles? 

• Because our statement of Environmental Principles, which was 
published in 1992, is substantially similar to the CERES Principles in 
both word and deed. 

2. Does the Company support federal RCRA (Resource Conservation 
Reauthorization Act) legislation that would regulate its packaging materials in 
order to reduce the amount of waste going to landfills? 

• Yes, but PM USA and KGF also emphasized the issues of food 
safety (protecting food from contamination) and prevention of product 
tampering. 

• Extensive progress made through voluntary industry efforts to recycle, 
reuse and reduce packaging. Market-driven recycling and source 
reduction are more effective than mandated “rates and dates” set by 
legislation. 


3. 





r 

l 




How does PM USA reduce the amount of solid waste sent to landfills? 

• or recycle^ anufacturing by-products and materials, diverting 
millions of pounds away from landfills every year. 

• PM is a leader in this field. Was the first company in US to commit its 
entire waste stream from a major site to a private materials recovery 
facility. 
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4. What is KGF doing about its solid waste? 


Over the la ylO years , we have 




eliminated over a billion pounds of 


packaging from the solid waste stream. 

We were the first food company to use recycled plastics in a food 
container when we introduced a 24-oz. dressing container containing 
25% recycled PET (polyethylene terephalate). 


5. What is KGFI’s position regarding cleaning up the environment? 

• All Philip Morris Companies have the same philosophy on the desirability 
of a clean environment. 

• Some KGFI examples: reduced overall weight of packaging materials by 
7,500 tons a year in KGF Europe; reduction of aluminum content of 
Jacobs coffee packaging from 465 tons to 2 tons a year, etc. 

6. What’s the solution to the solid waste problem? 

• A joint effort by all concerned using a combination of waste management 
options, such as source reduction, recycling, composting, waste to 
energy incineration, landfilling. 

7. What has Oscar Mayer done to reduce solid waste? 

• Reduced packaging of Lunchables by 45%. 

• Removed all heavy metals used in inks associated with OM packaging. 
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8. What does Miller do with its paper waste? 

• Paperboard is either recycled or reused. 


9. Is Miller's packaging recyclable? 


All Miller's packaging is recyclable. 


All glass and aluminum containers are easily recycled through curbside 
programs or voluntary drop-off centers. 


10. Does Miller use recycled material in its packaging? 

• Yes. Aluminum cans made from nearly 100% recyclable materials. 
Bottles are made from approx. 40% recycled materials. 

11. What has Miller done by way of source reduction? 

• Since 1961 amount of aluminum in cans reduced by about 45%. 

• Since 1986 weight of glass bottles reduced by more than 20%. 

• By 1995 expect to discontinue completely sending material from 
breweries to landfill. 


12. What is KGF doing to improve its environmental compliance status? 

• Task group systematically reviewed our compliance programs, and its 
recommendations have been incorporated in 1993 business and : 
individual MAP (Management Appraisal of Performance) goals for 
phased implementation. 
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14. What is KGF’s position on environmental marketing claims? 

• KGF joined in asking the FTC to issue environmental marketing 
guidelines, which the FTC did last year. These “green marketing" guides 
are significant step to assure dissemination of uniform and truthful 
labeling and advertising information to consumers. 

• Unfortunately, there are still many conflicting state and local laws and 
regulations. A uniform national standard is needed. 
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15. What is the corporate position on animal testing ? 

(new) • Kraft has a very strong policy regarding the limited use of animals for 
research. Kraft uses rats, mice, hamsters and rabbits for nutrition and 
microbiological studies only. Studies are designed so that animals are 
not subjected to pain or distress. 

• To ensure this, Kraft has an actively functioning Animal Welfare 
Committee, comprised of Kraft scientists, a local veterinarian and a local 
high school science teacher not affiliated with Kraft. This committee 
reviews all experimental protocals using laboratory animate. Treatment 
of animate is an integral part of this review process. We use animate only 
when necessary and use as few as possible. 

• The Glenview Tech. Center performs nutritional and microbiological 
testing with animals, while the Tarrytown facility contracts with outside 
medical facilities. Kraft is licensed and inspected by the Animal and 
Plant Inspection Service of the USDA. We also file an annual report, 
signed by a vet, on the number and type of animate used. 

• Kraft also has an active program for the development of in vitro methods. 
However, complete elimination of animal tests would not be in the public 
interest, since it would increase costs and possibly increase risks to 
humans. 

• We do no testing in the U.S. with respect to smoking research. 
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16. Is Oscar Mayer sensitive to animal rights and animal welfare issues? 

• Yes. Oscar Mayer purchases meat and poultry ingredients from those 
processors who certify compliance to USDA Humane Slaughter laws and 
regulations. 

17. Oscar Mayer grows and processes turkeys. Do they follow good animal welfare 
practices? 

• Yes. All company grown turkeys are produced under appropriate 
housing and feeding practices. All turkeys are processed and handled in 
compliance with USDA Humane Slaughter regulations. 

18. Why isn’t Philip Morris doing anything to support redevelopment efforts in 
South-Central Los Angeles? 

(new) • We made two contributions in the area: 

• GF USA gave $10,000 to the Mexican American Grocers 
Association to study the impact of the disturbances on Latino 
businesses. 

• PM USA donated $5,000 towards a banquet of the National 
Korean American Grocers Association, the proceeds of which 
went to the victims of the disturbances. 

• We have been and will continue to be very active in our support of 
initiatives which assist diverse parts of the Los Angeles community. 
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19. Why has Philip Morris not yet supported the ICC’s charter for Sustainable 
Development? 

(new) • We agree with the general theme of Sustainable Development. 

However, w e bejieve each compa ny must design and abide by its own 
principles, driven by the nature and scope of its operations. PM has its 
own environmental principles that address our environmental concerns. 

• By way of background: In 1991 the International Chamber of Commerce 
(ICC) established a task force to create a Business Charter for 
Sustainable Development to ensure a balance between economic 
growth and environmental protection. Initial support was given by 200 
corporations and by 1972 over 700 have signed the 16 Principles of the 
Charter. 

• Charter is becoming a litmus test of environmental responsibility. It 
serves as a foundation for proactive business group initiatives on 
environmental matters. Even though PM runs the risk of being identified 
as a company against sustainable development, the legal department 
had some concerns about sections of the Charter with respect to tobacco 
issues. KGF reviewed the matter and is waiting on action by the 
competition. 

20. PM is committed to the principles of Total Quality Management in execution of 
its business objectives. Does PM support these same management principles 
with respect to achieving its environmental goals? 

• We believe TQM is essential in order to achieve all of our business 
objectives. 
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21. EPA has initiated a number of voluntary programs for improving the 
environment - programs such as 33/50 (allows industry to reduce the 
amount of toxic chemicals used in manufacturing) and green lights 
(encourages companies to switch to efficient lighting fixtures). Why hasn’t PM 
joined these programs? 

(new) • We support the goals of both programs. However, we believe each 

-MiM , - -----—— . . i,i,ii p, i ni 

company mu st des ign and abide by its own principles. 

rim -- .... . . 

• Even though we have not formally signed on, we are initiating actions 
that are consistent with the spirit of these programs. PM uses very few of 
the 17 chemicals mentioned in the EPA’s 33/50 Program, and we are 
initiating steps to reduce the few chemicals that we do use. For example, 
KGF has implemented measures to reduce two of the EPA-listed 
chemicals. 

• Re Greenlights Program, we try to minimie our operating costs on an 
ongoing basis. Reducing our energy usage is part of our program. 


22. What did Philip Morris do to celebrate Earth Day (April 22)? 

• We didTiot celebrate thiToccasion by participating in any special event^ 
since we are working on the safeguard of the environment on a 365-day 

{ basis. Vjl i our companies are conscious of the crucial importance of the 
environment and have programs established to this effect. 

• The programs outlined in our recent booklet “The Environment: Our 
Principles and Actions” are still in place. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 


2023003492 



2023003493 


Executive Compensation 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 




EXECUTIVE COMPENSATION 


1. In light of weak performance of the stock, don’t you think management is 
overpaid? 

• No. 

• Management’s pay is in line with the peer group. 

• A large portion of the compensation consists of long-term incentives, 
such as stock options. Thus when the price of Philip Morris shares drop, 
management is affected the same way other shareholders are. In other 
words, your pain is our pain. 

2. What justification did the Board have in giving you stock options for 500,000 
shares in January of 1992, and then following that up with more stock options 
in June? 

• The January 1992 award you refer to was made in recognition of my 
appointment as Chairman and CEO. 

• The option price for 400,000 of those shares was $100 each, which was 
30% higher than the market price on the day I received them. That means 
that I would only make money on the stock if the market price were to 
exceed $100 per share. If that were to happen, and I am working very 
hard to see that it does, my gain would be your gain as well, because the 
value of your investment would have increased substantially too. The 
remaining 100,000 shares were awarded with a grant price based on 
the fair market value for that day. 

• The stock options I received in June of 1992 were consistent with Phillip 
Morris’ historical stock option grants procedures, which award grants at 
current option prices in amounts which are in line with peer group 
companies. 
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3. What is the relationship of the Company’s CEO cash compensation to typical 
individual plant worker’s cash compensation? 

• 51:1 for Philip Morris; and 

• The "typical” (for large Fortune -ranked industrial) ranges from 55:1 to ~7 
70:1. 

Note: more will be added to this an swer on Monday 4/ 19/ 1 

4. Are you planning to freeze executive salaries as a result of the April 2 
announcement? 

(new) • We have no plans to freeze executive salaries. 

• Our basic salary structure is not excessive. It is competitive. 

• We want to keep it competitive in order to attract and retain key 
executives. 


5. Will you reduce executive bonuses and salaries this year? 

(new) • I do not know since the compensation of our most senior executives is set 
by the Compensation Committee of the Board. 

• The Committee will continue to review that compensation in 1993. 

• The report of the Compensation Committee which appears in your Proxy 
Statement (pp 9-11) makes it clear that compensation has always been 
based on performance. This has how we have always done it and how 
we expect to continue to do it. 

• The Committee could decide that compensation and/or bonuses will be 
affected by performance measured against these new strategies. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 


2023003495 



-3- 


6. The issue of Harnish Maxwell’s compensation still arises from time to time in 
round-up articles or charts. If a question is asked: 

• Harnish Maxwell’s base salary and annual bonus in 1991 were equal to 
median levels paid by comparable companies. The balance of his 
compensation was the result of gains in both stock option grant exercises 
($13.9 million) and vesting of restricted stock ($8.5 million). Both these 
awards were grants to Harnish in prior years (1986, 1987, 1988). 

• His compensation was directly related to his contribution to the creation 
of shareholder wealth. During Hamish’s period of tenure, Philip Morris’s 
total return to shareholders grew at a compound annual rate of 40.0%. 

7. Is it fair for management compensation to increase while you are cutting 
benefits (e.g. supervisor overtime, managed health care, etc.) for rank and file 
employees? 

• We need to pay competitively to attract and keep top talent. 

• That is why we continue to grant increases to management and non- 
management employees alike. 

• In terms of changes, like managed health care,these affect all 
employees, including me. 

• Most of the changes affect everyone, and the Company will continue to 
make changes to remain competitive. 
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8. Who is in the peer group in the performance graph in the Proxy Statement, and 
how were they selected? 

• ( The names of the oeercomoanies sub j ^ted _p.D,p^e J2jof the Proxy 

Statement, and include leading companies in our businesses as well as 
the foremost industrial companies in the United States. 

9. Is a different peer group used for compensation purposes, and if so how is it 
detemwrted? 

• f No. \ We use same peer group for comparative purposes for both 

compensation and performance evaluations. This peer group of 
companies is shown as the green line in the graph on page 12 of the 
Proxy Statement, where the names of the companies are also listed. 


10. What percentage of total option grants was made to the top five most highly 
compensated officers as a group? 

(new) • Under the pay for performance evaluation required by the Plan, the five 
highest paid executives received 4.85%Jof the options awarded under 
the June 1992 grant. 
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11. How will Philip Morris respond if there is a loss of the Company’s tax 

deduction for compensation in excess of $1 million (as has been proposed by 
previous legislation in Washington and was supported by President 
Clinton during his campaign)? 

(new) • O ur current understandi ng is that this woul d apply o nly to top five 
executives who earn in excess of this amount, and then only to 
compensation that is not performance-based. Since a significant portio n 
of our executive officers’ compensation is performance-based, it would 
appear that t he net cost of this change would hav e an immaterial impact 
on our tax provi sion. 

• Nevertheless, there is an economic cost, and if this loss of deduction 
occurs, we will seriously evaluate the level, balance, and forms of pay for 
each affected executive. 

• We understand that the $1 million pay cap would n^t include gains from 
stock options. As such, it would have no direct impact on the Company’s 
stock option practices. 

• We do not support such legislation and believe that a $1 million limit for 
pay is artificial. To get and keep the best top management, we must 
provide competitive, equitable total compensation - even if that means 
exceeding some artificial $1 million limit. 


12. What percentage of the CEO’s assets is held in company stock? 

(new) • I have purchased..(amount of stock)..and I have a 

substantial interest in this company. It is a significant portion of my 
assets 
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13. Who are the members of the Compensation Committee, and what are their 
qualifications for serving on such committee? 

• The members of the Compensation Committee are Messrs. Brown, 
Douglas, Huntley, Murdoch and Reed. 

• They have many qualifications, including the following: 

(1) integrity, 

(2) independence, 

(3) extensive national and international business experience, 

(4) knowledge of the goals of PM and how the performance-based 
compensation system helps the company reach these goals. 


14. What about Compensation Committee interlocks? 



There are no interlocks. I None of our directors sit on the compensation 


committees of other directors’ companies. 

Note: If a question is raised about Mr. Huntley’s relationship with 
Hunton & Williams, the following is a suggested answer: 

Mr. Huntley has been a director for 17 years. He is extremely 
knowledgeable about the company, and we think it benefits the 
shareholders to have his advice and counsel. Also, Mr. Huntley is “of 
counsel" and not an active member of the law firm. 
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15. Who is the Company’s compensation consultant? How and why was that 

consultant retained, and what work does he do? 

• The Company’s compensation consultant is Hewitt Associates. 

• The firm was chosen because it is one of the premier compensation 
specialists in the United States. Also, they have an excellent 
understanding of compensation matters overseas. 

• The firm advises the Committee and Management on compensation 
trends nationally and internationally. 

16. Does the Compensation Committee have an independent consultant? 

• The Committee has not chosen to retain an independent consultant of its 
own. It does have the option to have its own direct access to Hewitt 
Associates, but to date it has not found this necessary. 
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Supplementarv Q&A's from Hewitt Associates 

Comments on Mr. Miles’ Laroe Stock Option Gran t fsee eso. last points 

1. What is the Company’s ongoing practice in making such large awards to the 

CEO and other senior executives? What is the dilutive effect of such grants? 

• The January option grant consisted of 100,000 shares with an option 
price of $76.75 (the market price at grant) and 400,000 shares with an 
option price of $100 (a premium of $23.25 per share - or 30% - over the 
market price at grant). The January grant was non-recurring and was in 
recognition of his taking on the full role of Chairman and CEO. 

• These awards were made so that his interests could be aligned with 
shareholders early on in his tenure, with a very significant focus on 
motivating the increase in the stock price and further enhancing 
shareholder value. 

• Mr. Miles received an option to purchase 75,000 shares with an exercise 
price of $73.63 in June 1992. The grant occurred at the regular time that 
the Company awards stock options to eligible key employees. 

• Given the recent change in the Company’s stock price, all of the options 
granted in 1992 currently have an exercise price that substantially 
exceeds the market price. For Mr. Miles to receive any 
compensation from these stock option awards, the stock price 
would need to increase by nearly 60 % (for the premium 
options, the stock price would need to increase by more than 
115%). 

(continued on next page) 
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Also, these options have at least nine years of remaining term and 
certainly permit a long-time motivation to improve the stock price. Thus f 
Mr. Miles has a very significant personal interest in enhancing 
the stock price performance and shareholder value. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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Stock Options for Mr. Murray 

1. How was William Murray able to receive such a large sum of money through 

stock options? 

• During 1992, he exercised 406,000 options which, when valued at the 
market price of $81.50, resulted in a taxable (“paper”) gain to him of 
$19,986,052.36. These options were granted to him over an eight-year 
period from 1984 to 1991. On an annual basis, this amounts to $2.85 
million per year. Over the same time period the market capitalization of 
PM increased by about 30% per year. 

• Stockholders who purchased shares at the same time would have 
earned a similar appreciation on their money. 

2. Why did Mr. Murray exercise his stock options in one-year period (1992)? 

• While Mr. Murray did exercise options during 1992, he has not actually 
sold any of these shares. Instead he has held these shares, and in turn, 
significantly increased his ownership stake in the Company. Therefore 
he has a vested interest in enhancing the stock price and shareholder 
value which are the underlying purpose of these stock option awards. 

• Because he has held these shares, Mr. Murray did nol actually realize 
the $20 million gain. In fact, as a result of the recent decrease iin the 
Company’s stock price, Mr. Murray’s “paper gain” from this exercise is 
now worth significantly less than the original $20 million. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkm0000 
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Mr Mayer has received significant increases in compensation during the past 
three years. It also appears that the size of his stock options granted in 1992 
exceed even those awarded to Mr. Murray. Why? 

• Mr. Mayer’s increases in salary over the past three years are directly 
^reflective of his promotions^ nd expanded responsibilities during that 

period. 

• At the beginning of that three-year period, Mr. Mayer was President of 

General Foods USA. He was promoted in April of 1991 and was named 
Chairman and CEO of Kraft General Foods North America The salary 
paid in 1991 only reflected this promotion for a portion of that year. In 
contrast his salary in 1992 fully reflects his new position and 
responsibilities for th e entire year. _ 

• For similar reasons,j the size of Mr. Mayer’s stock option award in 1992 
^^recognized his fullytaking on the role of Chairman and CEO of KGFNA.y 

A portion of his 1992 stock options award is intended to be non-recurring 
in recognition of his promotions. 

• These options consequently are meant to encourage an increase in Mr. 
Mayer’s ownership position, providing a significant linkage with 
shareholder value and organization-wide performance. 
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1. What was the basis for the award determination in the 1990 to 1992 program? 

• For the Tobacco/Beer and Corporate units, program considers actual 



performance against the five-year internal strategic plan. 

• ^ Final award is determined by reviewing performance relative to strategic 
plan goals and the business unit’s performance compared to a selected 


group of peer companies. This peer comparison is necessary for 
benchmark comparisons. 


2. What is the basis for the award determination of the new 1993 to 1995 Long- 

Term Incentive Plan? How does it relate to Corporate performance? 

• The 1993 to 1995 Long-Term Incentive plan has been realigned from the 
current program, to a plan focused on individual operating unit 
achievements, with respect to certain pre-established measures. Most of 
these measures are quantitative in nature, and therefore it is readily 
apparent if the goal has been met. 

• For instance, the focus in Corporate is on income from operations, cash 
flow, earnings per share and revenue. These measures generally will 
foster a corresponding increase in shareholder value. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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Incentive AwardRavments 

1 ... Did PM accelerate to 1992 incentive payments that would normally have been 

paid in 1993, in anticipation of higher Federal tax rates this year? 

• We did not. The full year's results in 1992 were not known (tor purposes 
of determining the amount of incentive payments) until after the close of 
the year. 

• Such an acceleration would create a significant inconsistency with the 
practice of payment of annual bonus, and would result in “doubling up* 
bonus payments in the same tax year. 

• A portion of the Company’s long-term performance awards (for the three- 
year cycle ending in 1992) was paid prior to the close of 1992 to certain 
individuals. The decision to make a payment prior to 1993 was made 
because the potential tax impact for the individual participants wiould be 
material if an increase in individual tax rates occurred. 


How many people 
could be the total' 



in the Long-Term Performance Award Plan and what 
’ it? 


There were 298 senior executives in the 1990 to 1992 Plan. 
The target amount for 1990 to 1992 is $64.5 million. 
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HEALTH (Tobacco and Food) 


(rev. 4/12) 


1 . 


(new) 


Tobacco 

What can you tell us about the recent publicity surrounding the Council for 

Tobacco Research, the Special Projects Division, and the investigation into 

these by the U.S. Attorney for the Eastern District of New York? 

• The investigation by the U.S.Attorney for the Eastern District of New York 
into the Council for Tobacco Research and Special Projects was sparked 
by New Jersey federal Judge H. Lee Sarokin’s opinion, saying that the 
industry and its lawyers may have fraudulently misled the public about 
the health effects of cigarette smoking^ 

• Judge Sarokin’s opinion was reversed and he was removed from the 
case because he did not give the tobacco company defendants an 
opportunity to present their side of the story and because he appeared to 
be biased against the industry. 

► The issue of whether, during certain time periods, the industry 

fraudulently misled the public as to the health effects of cigarette smoking 
was tried to juries in both Cipollone (1988) and Kueper (1993). In both 
cases, the juries unanimously found no fraudulent misrepresentation on 
the part of the defendants. 


(Above is summary answer. Detailed analysis, as previously 
provided, is on pages 2-5) 
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Detailed Analysis of Question 1 

Shortly after Judge Sarokin issued his Opinion in the Haines case (February 6, 
1992), in which he said there were documents which provided evidence that the 
industry and its lawyers may have intentionally misled the public about the 
health effects of cigarette smoking through the Council for Tobacco Research 
and the use of lawyer-directed Special Projects, the U.S. Attorney for the 
Eastern District of New York asked the CTR and the Tobacco Institute to turn 
over certain documents to that office for review. The U.S. Attorney subsequently 
interviewed some individuals with knowledge of CTR and Special Projects 
research. 

• More recently, the U.S. Attorney also has asked Philip Morris and other 
cigarette manufacturers who are defendants in the Haines case, to turn 
over some documents relating to the Council and Special Projects. 

• While I cannot make specific comments on the substance of the current 
investigation by the U.S. Attorney, I will comment on the recent Wall 
Street Journal article on these same topics, as well as on the Council for 
Tobacco Research and Special Projects. 

(continued on next page) 
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First, the article contains numerous inaccuracies. Some are the result of 
interviews with disgruntled former industry or CTR employees, and 
others are the result of the industry’s belief that it is improper to comment 
in the newspaper on issues that are currently the subject of litigation. 
Second, Judge Sarokin's decision was reversed by the Third Circuit 
Court of Appeals, in part because he did not afford the industry an 
opportunity to tell its side of the story on CTR and Special Projects. The 
Court also removed Judge Sarokin from the case, because he gave the 
appearance of being biased. In other words, we did not get a fair hearing 
before Judge Sarokin issued his Opinion. 

Third, the issue of whether, during certain time periods, the industry 
fraudulently misled the public as to the health effects of cigarette smoking 
was tried to juries in both CipoUone (1988) and, more recently, in the 
Kueper case (1993). In those cases, the juries unanimously found no 
fraudulent misrepresentations on the part of the defendants. 

I would like to give you some background on CTR and Special'Projects. 
As a result of the earliest reports on the possible adverse health effects of 
cigarette smoking, the cigarette manufacturers and others involved in the 
tobacco industry, such as warehousemen and growers, formed the 
Tobacco Industry Research Committee, now called the Council for 
Tobacco Research. The industry contributes money to the CTR, and the 
CTR, in turn, funds research on tobacco and health, as well as the 
diseases which have been associated with smoking. 

(continued on next page) 
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The funding decisions are made by a distinguished Scientific Advisory 
Board (SAB) comprised of independent scientists. The industry has nothing to 
say about what research is funded. Each researcher is free to publish the 
results of that research. More than 95% of the CTR research has been co¬ 
sponsored by other organizations, such as The American Cancer Society, The 
National Cancer Institute, The National Institutes of Health, and The American 
Heart Association, as well as numerous other such organizations. Over the 
almost forty years the CTR has been in existence, the industry has contributed 
over $200,000,000 to CTR sponsored research. This support has resulted in 
more than 1,200 original studies by over 800 scientists in more than 300 
medical schools, hospitals, and research centers. There have been almost 
4,500 scientific publications based on this research. 

In 1964, when the first Surgeon General’s report was published, the cigarette 
manufacturers anticipated that there might be an increase in lawsuits filed 
against them. In addition, the manufacturers did not believe the scientific 
research supported the report’s primary conclusion: that cigarette smoking was 
a proven cause of lung cancer. Therefore, litigation lawyers for the companies 
were asked by their clients to find and fund scientists who would be willing to 
conduct research which might be helpful in the litigation^ or in testimony before 
Congress, or for publication in the scientific literature. These efforts were called 
CTR — Special Projects, because, for administrative purposes, the researchers 
were paid through the CTR. The independent SAB, however, had nothing to do 
with these projects. 

(continued on next page) 
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In fact, the scientists who received money for these Special Projects were aware 
of this, and were asked to acknowledge Special Projects grants in any 
publications to avoid confusion with the SAB-approved CIR grants. The 
Special Projects grantees were respected scientists, and free to publish the 
results of their research and, in fact, many did. 

The documents which are the subject of Judge Sarokin’s Opinion, and which 
sparked the interest in the Eastern District, are communications among inr 
house and outside lawyers for the companies, evaluating and commenting, for 
their clients, on the legal implications of Special Projects research - just as 
attorneys do who are involved in litigation for other industries. They are not 
research documents. 

Finally, let’s put all of this in some perspective. I doubt that there has been any 
scientific issue more widely discussed over the last forty years than that of 
smoking and health. Media coverage has been extensive, and I venture to say 
everyone has long been aware of the debate and of the alleged risks of 
smoking. The tobacco companies have participated properly in that debate. 
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2 . 

(new) 


2A. 


Smoking and Health 

What kind of smoking and health research has Philip Morris done? 

Since 1954, Philip Morris has sponsored such research through the 
Council for Tobacco Research (CTR) to which the industry has 
contributed over $200 million - almost half of which has come from Philip 
Morris. 

tn addition, we have done such research in our own laboratories, as well 
as sponsored research through independent laboratories and 
universities. 

(Examples, if necessary: Harvard, Duke, UCLA, and Case Western 
Reserve). 



Following question might conceivably be asked: 

If Philip Morris is indicted in the matter of CTR, what will be the effect? 

• j^Wedo not expe c t to be indicted?^ 

• We do not speculate on a hypothetical outcome which we believe is not 
likely. 


Health and ETS 

3. Is smoking a h ealth risk? 


PM acknowledges that smoking is a risk factor for certain human 
diseases and agrees that consumers should be aware of these alleged 
risks. But we believe consumers already are aware. Warning labels 
have been on cigarette packs for more than 25 years. 
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4. What is PM’s response to the EPA announcement calling second-hand smoke 
a Class A carcinogen? 


selective 

science. The agency included only data that support its own conclusions 
and ignored studies that db not. 

EPA conducted no original research, but reviewed 30 independent 
studies. Of these 30 studies, 24 showed no statistically significant 
i ncreased risk of disease for non-smokers exposed to ETS. 

Studies cited by EPA on the relationship of ETS to lung cancer are 
mathematical or statistical calculations based on survey responses, and 
not clinical or laboratory research. 

A blatant omission f rom the EPA report was one of the largest and most 
recent studies ever conducted on ET S, commissioned 1 by the National 
Canc er Institute, which reported no overall statistically significant 
associ ation between ETS and lung cancer f or nonsmokers exposed to 
toba cco in the home, the workplace or during childhood. 

EPA’s credibility was called into question by a U.S. General Accounting 
Office report prepared for the incoming Clinton administration. It cited 
EPA for doing too little research on environmental pollutants, managing 
its data poorly and for failing to oversee government contractors properly. 

(continued on next page) 


We believe the report is badly flawed and lacks credibility. | 
A careful, unbiased look at the report shows that EPA used 
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8. Is price differential the only reason for the decrease in the growth of Marlboro? 

• It is certainly one of the main reasons. The differential, sometimes up to 
80%, between the premium and discount categories has accounted for 
the rapid growth of the discount category. 

• The recent declines in our premium brand volumes do not represent 
franchise issues, but instead are a function of economics. When the 
price differential is narrowed, our premium brands show growth. 

9. Will holding the price be enough to correct the price gap? 

• Yes. We believe this action, in conjunction with our promotions, will 
allbw Marlboro to resume its growth. 

10. How is this pricing strategy related to FET and state taxes? 

• Our pricing strategy is not related to tax issues. 

• Excise taxes affect the total industry volume. Our action will affect only 
the premium brands segment of the industry. 

11. What do you think your competitors will do? 

• I don’t know. 

• We did what we believe was necessary to protect gut premium brands. 
You’ll have to ask them about their plans. 

[Because of price signaling issues, Legal is not comfortable going 
beyond, “We hope our competitors would act intelligently and 
responsibly"]. 
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• W© intend to work with US tobacco growers to find a way for them to 
participate in discount market segment. 

23. Why does PM USA support the federal tobacco program? 

• Tobacco support program assures a steady supply of tobacco at 
relatively stable prices. 

Amended answer: 

• Federal Tobacco Program : Federal government assigns certain levels of 
price support to each grade of tobacco at auction, i.e. a minimum price 
farmers will receive per pound of certain types of tobacco. The minimum 
price is the only federal commodity program that is market driven. The 
program provides farmers a stable and reasonable rate of return for their 
product while purchasers are able to make more accurate projections of 
their costs for the tobacco they buy. 

24. What is PM USA doing to produce a commercially marketable “fire safe " 

cigarette ? 

• Our R&D dept is working on the issue of reducing the ignition propensity 
of cigarettes. 

Amended answer: 

• It is a difficult challenge. (PM R&D work on this issue is proprietary). 

• Also, PM USA is currently participating in a Technical Advisory Group 
mandated by Congress to assess practicability of developing a 
performance standard to reduce cigarette ignition propensity. Group’s 
final report to Congress due August 1993. 
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25. In 1987, PM USA participated in government-funded study that concluded that 
the development of a fire safe cigarette is “technically” possible. Why hasn’t PM 
USA marketed such a cigarette? 

• Cigarette technology can make cigarettes less ignition prone, but so far is 
not able to make them acceptable to consumers. 


26. Why did Kraft agree to participate in the “Great American Smoke-Out Health 
and Fitness Fair” in Richmond? 

• This was a decision by one individual. Obviously, it was a mistake, and 
we did not participate. 


f 
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7. What action is management taking to get the share price up and to improve 
shareholder value -- are you considering classes of stock? 

• We will do whatever we must do - reasonably, responsibly - to enhance 
shareholder value. 

• The best way to increase our value to you is to improve financial 
performance. 

• PM was built upon exceptional financial performance, we will get back to 
basics. 

Note (MAM only): Last part of this question originally read “What drastic action 
was Mr. Miles referring to earlier? This is no longer applicable. It was from a 
speech which is outdated. 

8. Are you a takeover candidate? 

i • | assume you know that no company is immune to takeovers. However, 

we do not think so. Our current share price multiplied by the number of 
shares outstanding , plus a substantial premium together would put us 
out of reach of virtually any raider. 

(New)* Co. has 935,320,439 issued shares, including the 57,728,748 in 

Treasury. The outstanding shares are 877,591,691. At $50 a share, 
market capitalization is $43,879,584,550. With a premium of $20 to 
$25 billion, purchase price could be approximately $70 
billion. 
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14. In light of the RJR stock-targeting announcement, have you considered taking a 
similar action? 

• We are constantly reviewing our strategic alternatives to ensure that we 
grow the company in ways that best serve our businesses and 
shareholders. Beyond this, any discussion of strategic alternatives is 
purely hypothetical and it is our policy not to engage in such discussion. 

15. How do you expect the company’s balance sheet to look at year-end? 

• We believe our balance sheet will be strong, reflecting a modest 
improvement in our debt equity level to about 1.25 to 1 for our consumer 
products business. 

(new) • Approximately $16.9 billion to the debt at year-end. 

16. Are there any signs that you are facing the same problem in international 
cigarettes? 

• Over the years we’ve had a number of these situations around the world, 
and we have dealt with them with similar strategies and generally have 
been successful. Today we are fighting a price situation in France. 

17. Will the rating agencies downgrade your credit ratings? 

• The rating agencies did not change our rating. 


jfr 
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21. What does the capital spending budget for 1993 look like? 

• Our capital spending will be those items needed to grow the business 
and will not be different than previous years. 

• Our capital spending will be those items needed to grow the business 
and will not be different than previous years. 

(new) • $1.4 billion is projected for 1993. 

22. How does the volume of Marlboros overseas compare to the U.S.? 

(new) • In 1992, Marlboro shipments in the U.S. were 232.0 billion units, and 
overseas 124.9 billion units. Total: 356.9 billion units. 

23. What is "good will”, and how will Philip Morris’ 1992 acquisitions reduce 1993 

earnings? 

• Good will is incurred under the purchase accounting method and 
represents the difference between the purchase price and the book value. 
of the company acquired. Good will is amortized over 40 years, or, put 
another way, 2 1/2 percent purchased good will is charged against 
earnings without the benefit of a tax deduction. The good will charge to 
earnings for Philip Morris in 1992 was $521 million. 
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24. How will Philip Morris be affected by the Financial Accounting Standards 

Board’s new requirement that, starting in 1997, companies will have to take a 
charge against earnings when they grant stock options? 

• It’s too early to define this charge since our plans for any stock option 

grants in 1997 have not been authorized at this early stage. 
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10. How long will it be until you can raise prices again? 

• We will assess the situation continuously. 

11. Will this move have any effect on the current discussions regarding an excise 
tax increase? 

• We cannot comment on matters out of our control. However, we will 
vigorously fight any proposed FET increase. A large FET increase will 
result in a loss of hundreds of thousands of jobs throughout the country 
and billions of dollars to the economy. We believe that when policy 
makers realize this, a large increase is unlikely. 

12. What should we look for to determine if your new strategy is working? 

• Overall market share progress, premium brand share progress,, the mix 
of sales as measured by retail sales dat* 

13. How bad will 2nd quarter volume performance be? 

• The trade will have a natural inclination to take wholesale inventories to 
bare minimums. We will work to keep adequate inventories. The exact 
impact is difficult to predict, but our volume will! be down. 

14. Last week The Wall Street Journal, in an article by Eben Shapiro, mentioned 
that the growth of discount cigarettes was slowing the decline in total industry 
consumption. Will your actions in any way change this? 

(new)* We don’t think that holding the price on premium brands and promoting 
Marlboro will result in an overall change in consumption. We do think we 
will see some category switching as was experienced in the Portland test 
where half of our volume increase came from low priced cigarettes and 
the other half came from other premium brands. 
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44. What is the cost of holding the annual shareholders’ meeting? 

• The cost in 1992 was approximately $2,000,000 

• This included $475,631 for printing of the proxy statements, and 
$880,261 postage for mailing them and Annual Reports. The rental of 
the tent and related expenses amounted to $195,000. 

45. Will a post-meeting report and a complete transcript be sent to shareholders? 

• Yes. A post-meeting report is included in our First Quarter Report mailed 
to shareholders in June. 

• A complete written transcript is available upon written request to the 
Corporate Secretary. 

46. Why can’t we hold the shareholders’ meeting in an auditorium large enough to 
accommodate everybody? 

• We could, but we like holding our meeting on our own premises. We feel 
it is part of the Philip Morris tradition. 

47. Why isn’t there a No Smoking section in this auditorium? 

(Pis. see new answer on page 15A)) 

• No request has been received. 

• If we get a request in the future, we want to be reasonable and will 
consider it. 

• As I’m sure you’ve noticed, this auditorium has very good ventilation. 
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New Answer to Q. 47. page 15 - 

47. Why isn’t there a No Smoking section in this auditorium? 

• There is a section in the Tour Theater for shareholders who do not wish 
to smoke or to sit in a smoking area. 

• This is in accordance with our Accommodation Policy for smokers and 
non-smokers. 
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New (4/211 Questions on Benefits to Directors 

1. Why give non-employee directors 400 shares of stock in addition to retainers 

and fees? 

• This is a mechanism designed to increase the ownership position of our 
directors rather than provide only cash compensation to directors. 

• We feel that it is important to align directors’ interests with those of 
shareholders. 

2. Why give directors retirement benefits? 

• For competitive reasons; most large companies provide such benefits. 

• This rewards Board members for longer terms of service. It acts as a 
retention vehicle. 

3. What other benefits do you provide outside directors? 

• Outside directors receive the following “benefits": Reimbursement for 
business travel; and Life insurance. 

• Outside directors have access to the following on a contributory basis 
(pay 100% of premium): Medical insurance; Dental coverage; 

Pension; and Voluntary deferral opportunity for director fees. 

4. Why dbes Mr. Miles have an agreement specifically related to termination 

benefits? 

• When the KQF severance agreements were eliminated, it was agreed 
that all KGF employees, who had such contracts, in the event they were 
involuntarily terminated, would be eligible for a severance arrangement. 

(continued next page - 21 A) 
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(new) • 


> 


Severance arrangements were very much in use on competitive basis. 
The agreements provide that the employee will receive the greater of 
whatever the then current company policy provides qi the aggregate of 
one year’s pay and the annual incentive target for that year. 
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(rev. 4/26) 

3. What is the relationship of the Company’s CEO cash compensation to typical 
individual plant worker’s cash compensation? 

• 51:1 for Philip Morris; and 

• The "typical" (for large Fortune- ranked industrial) ranges from 55:1 to 



4. Are you planning to freeze executive salaries as a result of the April 2 
announcement? 

(new) • We have no plans to freeze executive salaries. 

• Our basic salary structure is not excessive. It is competitive. 

• We want to keep it competitive in order to attract and retain key 
executives. 

) 


5. Will you reduce executive bonuses and salaries this year? 

(new) • I do not know since the compensation of our most senior executives is set 
by the Compensation Committee of the Board. 

• The Committee will continue to review that compensation in 1993. 

• The report of the Compensation Committee which appears in your Proxy 
Statement (pp 9-11) makes it clear that compensation has always been 
based on performance. This has how we have always done it and how 
we expect to continue to do it. 

• The Committee could decide that compensation and/or bonuses will be 
affected by performance measured against these new strategies. 
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NOTE: Mr. Murray will answer both these questions 
j| they should arise. 


1. How was William Murray able to receive such a large sum of money through 
stock options? 

• During 1992, he exercised 406,000 options which, when valued at the 
market price of $81.50, resulted in a taxable (“paper”) gain to him of 
$19,986,052.36. These options were granted to him over an eight-year 
period from 1984 to 1991. On an annual basis, this amounts to $2.85 
million per year. Over the same time period the market capitalization of 
PM increased by about 30% per year. 

) • Stockholders who purchased shares at the same time would have 

earned a similar appreciation on their money. 


2. Why did Mr. Murray exercise his stock options in one-year period (1992)? 

• While Mr. Murray did exercise options during 1992, he has not actually 
sold any of these shares. Instead he has held these shares, and in turn, 
significantly increased his ownership stake in the Company. Therefore 
he has a vested interest in enhancing the stock price and shareholder 
value which are the underlying purpose of these stock option awards. 

• Because he has held these shares, Mr. Murray did noi actually realize 
the $20 million gain. In fact, as a result of the recent decrease in the 
Company's stock price, Mr. Murray’s “paper gain” from this exercise is 
now worth significantly less than the original $20 million. 

Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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t. What was the basis for the award determination in the 1990-1992 program? 

• For the Tobacco/Beer and Corporate units, program considers actual 
performance against the five-year internal strategic plan. 

• Final award is determined by reviewing performance relative to strategic 
plan goals and the business unit’s performance compared to a selected 
group of peer companies. This peer comparison is necessary for 
benchmark comparisons. 

(new) • The calculation for the Food units is on a different basis. 

“ • Program formula considers: actual performance of unit (measured by 

compound sales growth rates) vs. actual performance of a peer group of 
companies (measured by compound sales growth rates) 

plus 

the unit’s actual return on identifiable assets vs. the peer group’s actual 
return on identifiable assets. 

“ • As the peer group figures are not available until mid-April for the 

preceding year, the awards to Food unit employees cannot be made until 
later in the year. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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2. What is the basis for the award determination of the new 1993 to 1995 Long- 

Term Incentive Plan? How does it relate to Corporate performance? 

• The 1993 to 1995 Long-Term Incentive plan has been realigned from the 
current program, to a plan focused on individual operating unit 
achievements, with respect to certain pre-established measures. Most of 
these measures are quantitative in nature, and therefore it is readily 
apparent if the goal has been met. 

• For instance, the focus in Corporate is on income from operations, cash 
flow, earnings per share and revenue. These measures generally will 
foster a corresponding increase in shareholder value. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 


2023003533 



Incentive Award Payments 


1. Did PM accelerate to 1992 incentive payments that would normally have been 

paid in 1993, in anticipation of higher Federal tax rates this year? 

• We did not. The full year’s results in 1992 were not known (for purposes 
of determining the amount of incentive payments) until after the close of 
the year. 

• Such an acceleration would create a significant inconsistency with the 
practice of payment of annual bonus, and would result in “doubling up” 
bonus payments in the same tax year. 

• A portion of the Company’s long-term performance awards (for the three- 
year cycle ending in 1992) was paid prior to the close of 1992 to certain 
individuals. The decision to make a payment prior to 1993 was made 
because the potential tax impact for the individual participants wiould be 
material if an increase in individual tax rates occurred. 

2. How many people are in the Long-Term Performance Award Plan and what 

could be the total payout? (see revision on attached page) 

• There were 298 senior executives in the 1990 to 1992 Plan. 

• The target amount for 1990 to 1992 is $64.5 million. 

(new) • As you know, a new plan was approved by shareholders in 1992. 

“ • Currently there are 367 senior executives in the 1993-95 Plan. 

“ • The target amount for 1993-95 is $106 million. 

[This is a very soft number]. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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Additional Questions (sent by Wachtell, Lipton, April 13) 

1. Did the Company engage in discussions this proxy season with any 
shareholder or shareholder group concerning the inclusion or exclusion of any 
shareholder proposal in the Company’s proxy statement? If so, give details. 

• The Company engaged in discussions with all shareholder proponents, 
resulting in withdrawal of the majority of the proposals. Pis. refer to page 
1 of this section. 

2. What are the procedures for director nominations? How were the nominees 
selected? Is shareholder input sought in the nomination process? 

• Nominations for directorships must be submitted in writing during a 
period specified in the By-Laws (Article II, Section 4). Shareholders are 
always free to submit nominations. 

3. On average, on how many boards of directors do the Company’s independent 
directors serve? What is the highest number of directorships held by a 
Company director? New Answer: 

• On average, the number is three. 

• Highest number of directorships held by a Company director is seven 
(Harold Brown) 

4. How much stock do the directors own and, generally speaking, is it an important 
percentage of their respective portfolios? 

• Number of shares owned by directors can be found on page 9 of Proxy. 

• We have no way of knowing whether this is an important percentage of 
their respective portfolios. They are under no obligation to communicate 
this information. 

/ 

Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 


2023003535 



-5- 


In fact, the scientists who received money for these Special Projects were aware 
of this, and were asked to acknowledge Special Projects grants in any 
publications to avoid confusion with the SAB-approved CTR grants. The 
Special Projects grantees were respected scientists, and free to publish the 
results of their research and, in fact, many did. 

The documents which are the subject of Judge Sarokin’s Opinion, and which 
sparked the interest in the Eastern District, are communications among in- 
house and outside lawyers for the companies, evaluating and commenting, for 
their clients, on the legal implications of Special Projects research - just as 
attorneys do who are involved in litigation for other industries. They are not 
research documents. 

Finally, let's put all of this in some perspective. I doubt that there has been any 
scientific issue more widely discussed over the last forty years than that of 
smoking and health. Media coverage has been extensive, and I venture to say 
everyone has long been aware of the debate and of the alleged risks of 
smoking. The tobacco companies have participated properly in that debate. 

[Information on page 6A is also relevant to this question.] 




Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 


2023003536 



11 


Smoking and Health 

2. What kind of smoking and health research has Philip Morris done? 

• Since 1954, Philip Morris has sponsored such research through the 
Council for Tobacco Research (CTR) to which the industry has 
contributed over $200 million - almost half of which has come from Philip 
Morris. 

• In addition, we have done such research in our own laboratories, as well 
as sponsored research through independent laboratories and 
universities. 

(Examples, if necessary: Harvard, Duke, UCLA, and Case Western 
Reserve). 

) 

2A. Following question might conceivably be asked: 

If Philip Morris is indicted in the matter of CTR, what will be the effect? 

• We do not expect to be indicted. 

• We do not speculate on a hypothetical outcome which we believe is not 
likely. 

Heal th a nd ETS 

3. Is smoking a health risk? 

• PM acknowledges that smoking is a risk factor for certain human 
diseases and agrees that consumers should be aware of these alleged 
risks. But we believe consumers already are aware. Warning labels 
have been on cigarette packs for more than 25 years. 

Pis. see addition on page 6A 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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Results of smoking and health research and of Special Projects research 
Additions to Q. , 1, p. 5 and Q. 3. d. 6 - Following answer applies to both: 

• Although it is difficult to characterize concisely the results of almost 40 
years of research projects, either conducted by Philip Morris or 
sponsored by the Company through the Council for Tobacco Research 
(CTR) or Special Projects, or outside laboratories, it is accurate to say 
that, taken as a whole, the results of such research are consistent with 
our positions that: 

• (1) it has not been scientifically established that cigarette smoking is a 

cause of human disease, and 

• (2) cigarette smoking is, nevertheless, a risk factor for certain human 

diseases. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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14. Who owns Philip Morris? 

• Large institutional investors own approximately 70%. 

• Individuals, including employees, own remaining 30%. 

15. Have the SEC or US Justice Dept, initiated any investigation or brought any 
enforcement action against the Company or any of its officers and directors 
regarding insider trading matters? 

• No, not to my knowledge. 

Confidential: SEC has filed a criminal action against a non-officer 

employee, alleging improper use of insider information. 

16. Have any officers or directors sold Company stock on account of smoking and 
health products liability suits against PM and cigarette industry? 

• Cannot say with certainty since we do not know why our officers and 
directors might sell stock. But to the best of our knowledge, no. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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Tobacco Operations 
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3. Why did you decide to hold prices on your premium brands instead of reducing 

the prices? 

• We believe that over the long term this will produce stronger income 
growth and premium market share. 

• Marlboro continues to be the premium of premium brands, but we want to 
maintain its affordability. 

• In some cases, our pricing strategy during recessionary times exceeded 
our consumers’ income growth. With this pricing initiative, we are 
correcting that situation. 

• The trade sometimes resists passing price cuts through to consumers. 

It is within their rights to do so. 

4. What is going to be the immediate result of this pricing decision? 

• There will be some interim disruption. PM USA's shipment based 
volume will be much lower in the second and third quarters of 1993, so 
there will be a drop off in earnings in those quarters. 

• This will be the result of an anticipated sharp reduction of inventories by 
the wholesale trade. Traditionally, the trade has maintained high 
inventories of full priced brands in order to benefit from future pricing 
actions. 

(new) • We expect stronger retail sales (take away) during those quarters. 

• We expect to see upturns by the end of the year when we anticipate 
stronger, more secure income growth and premium share for the 
Company. 

& 

‘•f 

Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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Tobacco Operations 
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5. What Impact will this action have on PM USA’s income and volume in 1993? 

(new) • We anticipate that PM USA will have a weak year - be down as much as 

40% in operating income. 

• Many of our large wholesale customers increase their inventories in 
anticipation of price increases. They then sell the cheaper old inventory 
at the higher new prices. Since we are not raising premium prices, they 
will likely lower their inventories. 

• However, by the time the third quarter ends, we believe these 
dislocations in the system will end and Marlboro’s sales will show 
significant improvement. Since income follow sales, we would anticipate 
the same pattern. 

6. Is this a price war? 

• No, we just raised our prices for discount items again. 

• This is an effort to make Marlboro’s price more affordable. 

7. How long do you plan to maintain prices? 

• It is difficult to say, but our present plan is to do so until the price gap 
reaches a reasonable level. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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5. If Sears can spin off various units, why can’t PM spin off food or tobacco? 

• We feel no compulsion to follow the example of other companies. 

6. What area of the world has the most potential for growth? 

• Recession has hit Europe pretty hard, and it will be a less attractive field 
for investment in the short term. 

• The Pacific area probably has the most potential for growth. Latin 
America is also promising. In Japan, we have two joint ventures and are 
progressing in that country. China is the market for the future. 


7. How are you affected by currency fluctuations? 

• This is something beyond our control, but we do protect ourselves by 
hedging our foreign currency transactions. 

Note: following part is new (4/26) 

• We have systems and procedures in effect that are designed to minimize 
the impact of foreign currency movements on our P&L (transaction) and 
balance sheet. 

• $30 million neg. P&L impact tobacco - 1st quarter 
$101 million neg. balance sheet, 1st quarter (Reserve) 

$34 million neg. P&L food, 1st quarter. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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18. Do you expect layoffs and other cost-cutting moves? 

• We have no special plans as a result of the new marketing strategy for 
Marlboro. 

• We have been reducing costs in all our businesses where it makes 
sense to do it. 

• We look at all aspects of our businesses in order to remain competitive 
and stay efficient. 

19. Will Philip Morris continue its investment/expansion plans in 1993? 

(new) • We are funding $2.6 billion of various acquisitions, virtually all of which 
were announced or committed to last year. In addition, we invested $1.2 
billion in share repurchases during the first quarter of 1993. Altogether, 
this gives us a full plate for this year. 

20. What is the status of the shareholder lawsuits that have been filed alleging that 

the Company intentionally misled shareholders about the financial status of the 

U.S. tobacco operations? 

• Several actions have been filed naming the Company and three of its 
officers as defendants in shareholder class action litigation which alleges 
improper disclosure of the effect of discount cigarette competition on the 
company's cigarette business. Counsel have been retained to represent 
us in this matter. The cases will be defended vigorously. 

• We do not believe there is a legal basis for these suits. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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Last Minute O&A's 


Q. Why have you wasted shareholders' money over the years paying the 
trade to take more inventory, a practice which we believe is called loading? 

A. • We have very sound business reasons for helping the trade to 
manage its inventory of our products. 

• Historically, our brands have been underrepresented at retail; 
our percentage of the trade's inventory is generally much lower 
than our market share. 

• For example, Marlboro lights has a market share of approaching 
10% but has only a 4% share on retail shelves. 

• Therefore, we see a lot of out-of-stocks in this brand, which are 
alleviated by this practice. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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Q. Have you manipulated earnings by selling more stock to the trade at 
quarter end thus inflating profits and covering up reduced consumer 
purchases of premium brands? 

A. • Absolutely not. Our inventory management programs are 

intended to reduce or eliminate out-of-stock problems, not to 
inflate profits. 

• We attempt to sell-in between 2 and 3 weeks of supply; a volume 
level which has proven to be consistent with our principal 
objective of reducing out-of-stock situations. 

• Inventory management is very imprecise, for us and for the 
trade. Some of our customers participate in our management 
assistance programs, others do not. 

• Our rate of trade return is historically very low. We think this 
means that our target volume for weeks-of-sale is about right 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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See Tobacco Operations. Page 3. Question 5. 


Q. You have projected a $2 billion decrease in earnings and your market 
capitalization has been reduced by at least $14.5 billion. All of this has 
happened because you found it necessary to correct a problem which you 
created. 

It appears that you deliberately priced way ahead of inflation for years 
and ended up with unsustainable price gaps. Why? 

If you had priced moderately, wouldn't your April 2 decision have 
been unnecessary? 

A. • Our pricing decisions, and those of our competitors, have 

always been a balance between maximizing shareholder value 
and correctly forecasting the willingness of consumers to pay for 
quality. 

• The 90's changed all the equations: 

1) The recession hit and everyone, including smokers, lost 
considerable discretionary income. 

2) Our competitors sought to improve share and volume aK 
ouMNfMse by introducing deep discount cigarettes. 

3) The trade discovered that by reducing their margins and 
not taking price increases to consumers, they could use 
premium brands as traffic builders to sell cheap 
cigarettes. 


I 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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As late as May, 1992, raising premium prices moderately and 
discount prices less moderately tended to raise profitability. 
But by selling deep discount cigarettes successfully to 
convenience stores, our competitors began to erode our share 
and volume. This was unacceptable. 

Yes, in hindsight, the price gaps may have been unsustainable, 
but we could not have foreseen this even two months ago. 
Although painful, we believe our actions have positioned your 
company for strong growth in the long term. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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WHO’S NEWS 


Philip Morris President 
Clears $19.9 Million 
Exercising ’92 Options 


By a Wall Street Journal. Staff Reporter 

NEW YORK-PhiHp Morris Cos.’s pres¬ 
ident and chief operating officer, William 
Murray, cleared $19.9 million profit on 
stock options he exercised in 1992, in 
addition to receiving $3.8 million in salary 
and bonuses. 

Mr. Murray, the No. 2 executive at the 
tobacco and food marketer, reaped the 
profit on options awarded since 1984. The 
options' average exercise price was $28 a 
share, and he sold the shares at $77,125, a 
company spokesman said. 

But Philip Morris's stock price has 
fallen sharply in more recent times. To 
prop it up, the company devised an incen¬ 
tive of sorts for Mr. Murray's boss, chair 
man and chief executive, Michael A. Miles. 
According the company's latest proxy 
statement, it swarded Mr. Miles stock 
options for 575,000 shares in 1992-but 400,- 
000 of them are exercisable only at $100. 
That is a more than 35% premium over 
PhUfp Morris stock’s recent trading range 
below $65. 

The company awarded the bulk of the 
options in connection with naming Mr. 
Miles c h ai rm a n and chief executive officer 
in September 1991. 


Mr. Miles also received $4 million in 
salary and bonuses last year, including a 
$2^ million long-term performance award. 
Philip Morris said it paid him only 51% of 
the long-term bonus he was eligible to 
receive. It covered the company’s perform¬ 
ance for the three years ended Dec. 31, 
1992, and was based primarily on Philip 
Morris's earnings per share and revenue 
in 1992. Last year, the food and tobacco 
company’s revenue increased 4.7% to $59.1 
billion, and earnings rose 18% to $4.9 
billion, or $5.45 a share, excluding special 
charges a year earlier. 

But Philip Morris shareholders didn’t 
fare as WelL For the year, the company's 
stock fell nearly 4% to $77,125 at the end of 
1992, from $80.25 at the end of 1991. The 
shares closed yesterday at $62£5, up 25 
cents, in New York Stock Exchange com¬ 
posite trading. A Philip Morris spokesman 
said common stock performance wasn’t a 
factor in determining the sire of Mr. 
Miles’s long-term bonus. 

* * * 
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CORRECTIONS 
& AMPLIFICATIONS 

PHILIP MORRIS Cos.’ president and 
chief operating officer. William Murray, 
exercised stock options last year to acquire 
406,000 shares with an indicated paper 
profit of $19.9 million at the time. But 
Mr. Murray hasn’t sold any of the shares. 
A Who’s News article yesterday incor¬ 
rectly stated that he had disposed of 
the stock 
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11. What is PM USA doing to discourage youth smoking? 

• Support state laws establishing 18 as legal aae for tobacco purchases . 
Active participation in industry-sponsored education program “It’s The 
Lavl' (ITL) to help retailers not to sell tobacco to minors. 

Aggressively litigate unauthorized use of our trademarks or logos on 
products that appeal to youth. 

Stringent company code requires all models in our advertising be over 
25 and look it. We never pay celebrities or sports figures to endorse 
cigarettes. 

Over 25 years ago, ceased advertising in college publications or media 
for primary audiences under 18 years of age. 

j- teguira anyone receiving branded promotional items through the mail to 
sign certificate that recipient is smoker at least 21 years old. 

Participate in design and distribution of booklet. "Helping Youth Sa\ d 
‘No"’, for use of educators and parents. 


12. What is your objection to placing health warnings on items like hats or T-shirts 
which carry a tobacco logo? 

• Our 1993 Proxy Statement (page 19)addresses this question directly and 
contains a full statement of the company’s position, under the heading 
“The Board recommends a vote AGAINST this proposal.” 

(new) * To summarize the company’s position: 

(continued on next page) 


Source: https://www-industrydocuments.ucsf.edu/docs/znkmOOOO 
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Dr. Connolly questions on the ITL (It’s the Law”) campaign and the “Helping 
Youth Decide" brochure were answered as fully as possible at the time. 
Issue covered under Advertising 

Final question was on Council for Tobacco Research activities. A very full 
summary is given for this year's meeting under Health, Q. 1 
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Dr. Connolly questions on the ITL (It’s the Law”) campaign and the “Helping 
Youth Decide” brochure were answered as fully as possible at the time. 
Issue covered under Advertising, 

Final question was on Council for Tobacco Research activities. A very full 
summary is given for this year’s meeting under Health, Q. 1 
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Questions asked at the RJR Annual Meeting 




1. Why weren’t we given more chance to see and talk with the five new board 
members proposed by shareholder group? 

2. How can Board members have the time to sit on so many other boards and still 
do well by us? 

3. Remark on how many inside directors sit on the board. Also, Fr. Crosby 
thought that there weren’t enough outside directors on the Board. 

4. Need to have members of the Board listen to shareholders (this got some 
applause). 

5. Technical question about factory technology (to be discussed after meeting). 

6. Why don’t we come straight out and say out loud that we are against the young 
smoking. 

7. Asked for statement on company reaction to ETS. 

8. How are you taking advantage of low rates of interest? 

9. Question (which I couldn’t hear properly) on labeling of cookies, to which the 
answer was “we are looking at if. 

10. Question on audit (to be discussed after meeting). 

11. Why not expand kosher certification on more items. 

12. Question on executive compensation - referred to info in Proxy. 

13. How many company aircraft do we have? What kind? Are we planning to 
reduce fleet? How much is yearly cost? 

14. How many residence properties does company have? 

15. Why is there federal excise tax only on cigarettes - why not also on food items 
which are bad for kids? (lots of applause) 

16. Why do kids start smoking? It’s due to our ads, and RJR should re-evalute its 
ads (this from man who had had throat operation) 

17. Cigarettes are addictive. Answer was No, people smoke because they IjJsfi to 
smoke. 
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18. Local enforcement in Wisconsin on tobacco sales to youth. Father Crosby 
brought this up twice to ask whether FUR was or was not in favor of it. 

19. Fr. Crosby wants dialogue with RJR. He had been able to get one going with 
Philip Morris, so why not with RJR? 

20. Poor distribution of RJR products in stores 

21. What about RJR marketing overseas? Reference to Readers Digest. How do 
we stop kids from smoking overseas. 

22. What can you say about Philip Morris announcement on cash flow? Answer 
was that Board had got it just beforfe meeting and was preparing a statement. 
Meanwhite Co-Chairman pointed out that RJR had gained ground on PM in 
market share. 

23. How are you trying to reduce costs, e.g. corporate jets. Answer was No, 
reducing costs does nai mean selling jets. 
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8. Is price differential the only reason for the decrease in the growth of Marlboro? 

• It is certainly one of the main reasons. The differential, sometimes up to 
80%, between the premium and discount categories has accounted for 
the rapid growth of the discount category. 

• The recent declines in our premium brand volumes do not represent 
franchise issues, but instead are a function of economics. When the 
price differential is narrowed, our premium brands show growth. 




9. Will holding the price be enough to correct the price gap? 

• Yes. We believe this action, in conjunction with our promotions, will 
allow Marlboro to resume its growth. 


10. How is this pricing strategy related to FET and state taxes? 

• Our pricing strategy is not related to tax issues. 

• Excise taxes affect the total industry volume. Our action will affect only 
the premium brands segment of the industry. 


*11. What do you think your competitors will do? 

• We did what we believe was necessary to protect sm premium brands. 
You’ll have to ask them about their plans. 

Pis* see attached page 
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Amended Answ er to Q. 11. Page 4. Tobacco Operations - 


11. What do you think your competitors will do? 
r • I don’t know. 

• We did what we believe was necessary to protect gut premium brands. 
You’ll have to ask them about their plans. 

[Because of price signaling issues, Legal is not comfortable going 
beyond, "We hope our competitors would act intelligently and 
responsibly"]. 


) 



Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 


8SSC00C202 





- 2 - 


(rev. 4/26) 

3. What is the relationship of the Company’s CEO cash compensation to typical 
individual! plant worker’s cash compensation? 

• 51:1 for Philip Morris; and 

• The "typical” (for large Fortune- ranked industrial) ranges from 55:1 to 

70:1. cJ^cu*^s-J 


4. Are you planning to freeze executive salaries as a result of the April 2 
announcement? 

(new) • We have no plans to freeze executive salaries. 

• Our basic salary structure is not excessive. It is competitive. 

• We want to keep it competitive in order to attract and retain key 
executives. 


5. Will you reduce executive bonuses and salaries this year? 

(new) • I do not know since the compensation of our most senior executives is set 
by the Compensation Committee of the Board. 

• The Committee will continue to review that compensation in 1993. 

• The report of the Compensation Committee which appears in your Proxy 
Statement (pp 9-11) makes it clear that compensation has always been 
based on performance. This has how we have always done it and how 
we expect to continue to do it. 

• The Committee could decide that compensation and/or bonuses will be 

I affected by performance measured against these new strategies. 
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Stock Options for Mr. Murray - NOTE: Mr. Murray will answer both these questions 

1 they should arise. 

1. How was William Murray able to receive such a large sum of money through 

stock options? 

• During 1992, he exercised 406,000 options which, when valued at the 
market price of $81.50, resulted in a taxable (“paper’’) gain to him of 
$19,986,052.36. These options were granted to him over an eight-year 
period from 1984 to 1991. On an annual basis, this amounts to $2.85 
million per year. Over the same time period the market capitalization of 
PM increased by about 30% per year. 

) • Stockholders who purchased shares at the same time would have 

earned a similar appreciation on their money. 

2. Why did Mr. Murray exercise his stock options in one-year period (1992)? 

• While Mr. Murray did exercise options during 1992, he has not actually 
sold any of these shares. Instead he has held these shares, and in turn, 
significantly increased his ownership stake in the Company. Therefore 
he has a vested interest in enhancing the stock price and shareholder 
value which are the underlying purpose of these stock option awards. 

• Because he has held these shares, Mr. Murray did not actually realize 
the $20 million gain. In fact, as a result of the recent decrease in the 
Company’s stock price, Mr. Murray’s “paper gain” from this exercise is 
now worth significantly less than the original $20 million. 
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Amended Answe r to Q. 23. Page 9. Tobacco Operations - 

23. Why does PM USA support the federal tobacco program? 

• Tobacco support program assures a steady supply of tobacco at 
relatively stable prices. 

• Federal Tobacco Program : Federal government assigns certain levels of 
price support to each grade of tobacco at auction, i.e. a minimum price 
farmers will receive per pound of certain types of tobacco. The minimum 
price is the only federal commodity program that is market driven. The 
program provides farmers a stable and reasonable rate of return for their 
product while purchasers are able to make more accurate projections of 
their costs for the tobacco they buy. 

) 

24. What is PM USA doing to produce a commercially marketabl e “fire safe" 

cigarette? 

• Our R&D dept, is working on the issue of reducing the ignition propensity 
of cigarettes. It is a difficult challenge. (PM R&D work on this issue is 
proprietary). 

• Also, PM USA is currently participating in a Technical Advisory Group 
mandated by Congress to assess practicability of developing a 
performance standard to reduce cigarette ignition propensity. Group’s 
final report to Congress is due August 1993. 
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• We intend to work with US tobacco growers to find a way for them to 
participate in discount market segment. 

23. Why does PM USA support the federal tobacco program? 

• Tobacco support program assures a steady supply of tobacco at 
relatively stable prices. 

Pis. see attached page 

24. What is PM USA doing to produce a commercially marketable “fire safe " 
cigarette? 

• Our R&D dept is working on the issue of reducing the ignition propensity 
of cigarettes. Pis. see attached page 

• Also, PM USA is currently participating in a Technical Advisory Group 
mandated by Congress to assess practicability of developing a 
performance standard to reduce cigarette ignition propensity. Group’s 
final report to Congress due August 1993. 

25. In 1987, PM USA participated in government-funded study that concluded that 
the development of a fire safe cigarette is “technically” possible. Why hasn’t PM 
USA marketed such a cigarette? 

• Cigarette technology can make cigarettes less ignition prone, but so far is 
not able to make them acceptable to consumers. 

26. Why did Kraft agree to participate in the “Great American Smoke-Out Health 
and Fitness Fair” in Richmond? 

• This was a decision by one individual. Obviously, it was a mistake, and 
we did not participate. 
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Addition on Q. 21. page 9. Last Minute Q&As. (PM Corporate) 

21. What does the capital spending budget for 1993 look like? 

• Our capital spending will be those items needed to grow the business 
and will not be different than previous years. 

(new) • $1.4 billion is projected for 1993. 
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21. What does the capital spending budget for 1993 look like? 

• Our capital spending will be those items needed to grow the business 
and will not be different than previous years. —l ( __ 



,J: aw ■ ** ^ 

22. How does the volume of Marlboros overseas compare to the U.S.? 

In. 1992, Marlboro shipments in the U.S. were 232.0 billion units, and 
overseas 124.9 billion units. Total: 356.9 billion units. 


(new) 


23. What is “good will", and how will Philip Morris’ 1992 acquisitions reduce 1993 
earnings? 

• Good will is incurred under the purchase accounting method and 
represents the difference between the purchase price and the book value 
of the company acquired. Good will is amortized over 40 years, or, put 
another way, 2 1/2 percent purchased good will is charged against 
earnings without the benefit of a tax deduction. The good will charge to 
earnings for Philip Morris in 1992 was $521 million. 

24. How will Philip Morris be affected by the Financial Accounting Standards 
Board’s new requirement that, starting in 1997, companies will have to take a 
charge against earnings when they grant stock options? 

• It’s too early to define this charge since our plans for any stock option 
grants in 1997 have not been authorized at this early stage. 
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Addition to Q. 15. Page 7 - 
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15. How do you expect the company’s balance sheet to look at year-end? 

• We believe our balance sheet will be strong, reflecting a modest 

improvement in our debt equity level to about 1.25 to 1 for our consumer 
products business. 

(new) • Approximately $16.9 billion to the debt at year-end. 
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14. In light of the RJR stock-targeting announcement, have you considered taking a 
similar action? 

• We are constantly reviewing our strategic alternatives to ensure that we 
grow the company in ways that best serve our businesses and 
shareholders. Beyond this, any discussion of strategic alternatives is 
purely hypothetical and it is our policy not to engage in such discussion. 


15. How do you expect the company’s balance sheet to look at year-end? 

• We believe our balance sheet will be strong, reflecting a modest 

improvement in our debt equity level to about 1.25 to 1 for our consumer 
products business. £pfW j?L < 








/ * 

16. Are there any signs that you are facing the same problem in international 1 
cigarettes? 


Over the years we’ve had a number of these situations around the world, 
and we have dealt with them with similar strategies and generally have 
been successful. Today we are fighting a price situation in France. 


17. Will the rating agencies downgrade your credit ratings? 
• The rating agencies did not change our rating. 
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New Answer. Question 14. Page 5. Last Minute Q&A’s. Pt II (PM USA) 


14. Recently, The Wall Street Journal, in an article by Eben Shapiro, mentioned 
that the growth of discount cigarettes was slowing the decline in total industry 
consumption. Will your actions in any way change this? 

• We don’t think that holding the price on premium brands and promoting 

Martlboro will result in an overall change in consumption. We do think we 

will see some category switching as was experienced in the Portland test 

where half of our volume increase came from low priced cigarettes and 

the other half came from other premium brands. 
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10. How long will it be until you can raise prices again? 

• We will assess the situation continuously. 

11. Will this move have any effect on the current discussions regarding an excise 
tax increase? 

• We cannot comment on matters out of our control. However, we will 
vigorously fight any proposed FET increase. A large FET increase will 
result in a loss of hundreds of thousands of jobs throughout the country 
and billions of dollars to the economy. We believe that when policy 
makers realize this, a large increase is unlikely. 

12. What should we look for to determine if your new strategy is working? 

• Overall market share progress, premium brand share progress, the mix 
of sales as measured by retail sales dat* 

13. How bad will 2nd quarter volume performance be? 

• The trade will have a natural inclination to take wholesale inventories to 
bare minimums. We will work to keep adequate inventories. The exact 
impact is difficult to predict; but our volume will be down. 

14. Last week The Wall Street Journal, in an article by Eben Shapiro, mentioned 
that the growth of discount cigarettes was slowing the decline in total industry 
consumption. Will your actions in any way change this? 

Pis. see new answer on attached page 

(new) • We have no evidence to show acceleration or deceleration in the 

number of adult smokers in U.S. Decline remains at 2-3 percent 
annually. 
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Additional Questions (sent by Wachtell, Upton, April 13) 

1. Did the Company engage in discussions this proxy season with any 
shareholder or shareholder group concerning the inclusion or exclusion of any 
shareholder proposal in the Company’s proxy statement? If so, give details. 

• The Company engaged in discussions with all shareholder proponents, 
resulting in withdrawal of the majority of the proposals. Pis. refer to page 
1 of this section. 

2. What are the procedures for director nominations? How were the nominees 
selected? Is shareholder input sought in the nomination process? 

• Nominations for directorships must be submitted in writing during a 
period specified in the By-Laws (Article II, Section 4). Shareholders are 
always free to submit nominations. 

3. On average, on how many boards of directors do the Company’s independent 
directors serve? What is the highest number of directorships held by a 
Company director? New Answer: 

• On average, the number is three? 

• Highest number of directorships held by a Company director is seven 
(Harold Brown) 

4. How much stock do the directors own and, generally speaking, is it an important 
percentage of their respective portfolios? 

• Number of shares owned by directors can be found on page 9 of Proxy. 

• We have no way of knowing whether this is an important percentage of 
their respective portfolios. They are under no obligation to communicate 
this information. 
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New Answer to Q. 47. page 15 - 

47. Why isn’t there a No Smoking section in this auditorium? 

• There is a section in the Tour Theater for shareholders who do not wish 
to smoke or to sit in a smoking area. 

• This is in accordance with our Accommodation Policy for smokers and 
non-smokers. 


\ 



Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 


2023003570 





Revision of Q. 2. page 13 - 

2. How many people are in the Long-Term Performance Award Plan and what 
could be the total payout? 

• There were 298 senior executives in the 1990 to 1992 Plan. 

• The target amount for 1990 to 1992 is $64.5 million. 

(new) • As you know, a new plan was approved by shareholders in 1992. 

“ • Currently there are 367 senior executives in the 1993-95 Plan. 

“ • The target amount for 1993-95 is $106 million. 

[This is a very soft number]. 
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Expanded Answer to Q. 1 on Long-T erm Incentive Plan - 

1. What was the basis for the award determination in the 1990-1992 program? 

• For the Tobacco/Beer and Corporate units, program considers actual 
performance against the five-year internal strategic plan. 

• Final award is determined by reviewing performance relative to strategic 
plan goals and the business unit's performance compared to a selected 
group of peer companies. This peer comparison is necessary for 
benchmark comparisons. 

(new) • The calculation for the Food units is on a different basis. 

“ • Program formula considers: actual performance of unit (measured by 

compound sales growth rates) vs. actual performance of a peer group of 
companies (measured by compound sales growth rates) 

plus 

the unit’s actual return on identifiable assets vs. the peer group’s actual 
return on identifiable assets. 

“ • As the peer group figures are not available until mid-April for the 

preceding year, the awards to Food unit employees cannot be made until 
later in the year. 
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Lona-Term Incentive Plan 

1. What was the basis for the award determination in the 1990 to 1992 program? 

• For the Tobacco/Beer and Corporate units, program considers actual 
performance against the five-year internal strategic plan. 

• Final award is determined by reviewing performance relative to strategic 
plan goals and the business unit's performance compared to a selected 
group of peer companies. This peer comparison is necessary for 
benchmark comparisons. 

(Expanded answer on attached page) 

2. What is the basis for the award determination of the new 1993 to 1995 Long- 

Term Incentive Plan? How does it relate to Corporate performance? 

• The 1993 to 1995 Long-Term Incentive plan has been realigned from the 
current program, to a plan focused on individual operating unit 
achievements, with respect to certain pre-established measures. Most of 
these measures are quantitative in nature, and therefore it is readily 
apparent if the goal has been met. 

• For instance, the focus in Corporate is on income from operations, cash 
flow, earnings per share and revenue. These measures generally will 
foster a corresponding increase in shareholder value. 
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Results of smoking and health research and of Special Projects research 
(pages 5 and 6 of Health section) 

Following answer applies to both - 

• Although it is difficult to characterize concisely the results of almost 40 
years of research projects, either conducted by Philip Morris or 
sponsored by the Company through the Council for Tobacco Research 
(CTR) or Special Projects, or outside laboratories, it is accurate to say 
that, taken as a whole, the results of such research are consistent with 
our positions that: 

• (1) it has not been scientifically established that cigarette smoking is a 

cause of human disease, and 

• (2) cigarette smoking is, nevertheless, a risk factor for certain human 

diseases. 
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14. Who owns Philip Morris? 

• Large institutional investors own approximately 70%. 

• Individuals, including employees, own remaining 30%. 

15. Have the SEC or US Justice Dept, initiated any investigation or brought any 
enforcement action against the Company or any of its officers and directors 
regarding insider trading matters? 

• No, not to my knowledge. 

Confidential: SEC has filed a criminal action against a non-officer 

employee, alleging improper use of insider information. 

16. Have any officers or directors sold Company stock on account of smoking and 
health products liability suits against PM and cigarette industry? 

• Cannot say with certainty since we do not know why our officers and 
directors might sell stock. But to the best of our knowledge, no. 



r 
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PHILIP MORRIS COMPANIES INC INTER-OFFICE CORRESPONDENCE 

120 PARK AVENUE, NEW YORK 10017 


TO: 

FROM: 


Michael A. Miles 
Dede Thompson Bartlett 



SUBJECT: 10 Most Difficult Aiumal Meeting Questions 


DATE: April 21,1993 

RECEIVED 

APR 21 1993 


MICHAEL A. MILES 


The following are ten of the most difficult questions that could arise at the Annual 
Meeting. They are also representative of the concerns that shareholders are 
expressing in letters and comments on proxy cards. 


1. You took too long to act decisively when you saw discount cigarettes growing 
and eating into Marlboro’s profits. Why should we think you’ve got a good 
handle on the problem now, when you misread the signals for so long? 


Answer: 



We would have been irresponsible if we had moved too early, just as we 
would be irresponsible if we had waited too long. 

Marlboro, our core franchise, really wasn’t affected until last summer. In 
the fall, we took steps to reduce the price differential between discount and 
premium brands. 

Early this year, we realized the strategy was not working. The economy 
was not improving, and using our 1992 strategy wasn’t going to be 
effective enough. 

At the same time, we were confirming in tests that we did not have a 
franchise problem and that Marlboro could still grow when priced 
competitively. That led us to today. 

So, we believe we weren’t too early, and we know we’re not too late. This 
is the time. 


• We have had proven experience in managing this kind of strategy, and we 
believe we will be successful with this new Marlboro strategy. 


2. I am not fond of surprises. We read your press release of January 7th in which 
you said you were encouraged by market trends. Your analyst presentations 
late in January supported that position. The March annual report gave a 
glowing summary of the business. Then you dropped a bomb on April 2. How 
could this happen? 
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Answer: 

• The January 7th release and our presentations to the analysts were 
cautiously optimistic: trends in the market place at that time suggested that 
there would be increases in profitability and slow growth in the discount 
product. In a short period of time, each of these trends went sour. 

• The Annual Report, which you received in late March, was prepared in 
mid-February and went to press in early March. This was at or about the 
time when we discovered that the price gap between premium and 
discount price cigarettes had widened rather than narrowed. 

• Believing that we could remedy the situation, we raised the price of 
discount brands. We were wrong, but took this action still believing that 
the trends we discussed were sustainable in the market place. 

• Our April 2nd price promotion action resulted from our recognition that 
premium pricing had to be corrected. 


3. Will you reduce executive salaries and bonuses in light of the reduced 
profitability of the company as a result of Marlboro Friday? 

Answer: 

• I do not know since the compensation of our most senior executives is set 
by the Compensation Committee of the Board. 

• The Committee will continue to review that compensation in 1993. 

• Compensation in our company has always been based on performance. 
We expect that this will continue. 

• The Committee could decide that compensation and/or bonuses will be 
affected by performance measured against these new strategies. 


4. Why don’t you just admit that the link between smoking and lung cancer is 
very strong? Why does our company keep denying what everyone else 
knows to be true? 

Answer: 

• We acknowledge that smoking is a risk factor for certain human diseases 
and we agree that consumers should be aware of these alleged risks. 

• We believe consumers already are aware. Warning labels have been on 
cigarette packs for more than 25 years. 
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• The issue of whether the industry fraudulently misled the public as to the 
health effects of cigarette smoking was tried to juries in both Cipollone and 
Kueper and in both cases, the juries unanimously found no fraudulent 
misrepresentation on the part of the defendants. 


5. Are you increasing your purchases of company stock now that it is such a 
good buy? 

Answer: 

• Through March 31,1993, we purchased 11.7 million shares for $854 
million. 

• While we have remaining authority to purchase ($800 million) additional 
shares in 1993, our first priority is to maintain a strong financial position, 
which includes the funding of some $2.8 billion of previously announced 
acquisitions. That lowers the priority for share repurchases in 1993. 


6. How much would unit sales of cigarettes be reduced with a $1.00 increase in 
the Federal Excise Tax? A $2.00 increase? 

Answer: To be developed. 


7. Since January, our Company has lost $13 billion in value and has projected a 
$2 billion reduction in earning in 1993. What value db your shareholders get 
for your April 2 decisions and when do we get to see the benefit? 

Answer: 

• This has been one of the most volatile periods in history for our company 
and our shareholders. We recognize that, iin large measure, our decisions 
have caused this volatility. 

• However, we believe that in the longer term, these very difficult decisions 
will result in a far stronger tobacco business. 

• We believe that the price gaps between premium brands and discounted 
cigarettes jeopardized the business. Our April 2nd action will reduce the 
gaps and will result, we believe, in a vital growing business. 


8. Why did the Company deliberately misrepresent itself to the shareholders by 
concealing the 1992 trade imbalances? And what are our present loading 
practices? 
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Answer: 


• We have never concealed trade imbalances. 

• Inventory management in the tobacco industry is very complex and a 
discussion could take hours. 

• Suffice to say that any trade imbalances which may have existed resulted 
from reasonable sales assumptions which proved later to be incorrect. 
Both we and the trade made many of the same assumptions. 

• Any remaining trade imbalances are being rectified. 

• Our returns have been minimal, which proves that the vast majority of the 
sales assumptions we made were correct. 


9. What percentage of your assets is held in Company stock? 
Answer: 


• I have purchased (amount of stock) and I have a substantial interest in this 
company. It is a significant portion of my assets. 


10. Given the growing concerns about the U.S. tobacco business - the potential 
increase in taxes, growing discount segment, litigation and increased anti- 
smoking activism - will the Company shifts its focus to markets overseas? Can 
the Company compensate in volume for the lower average profit per pack sold 
abroad? 


Answer: 


• As to shifting focus, the answer is no. We believe that, with the 

appropriate strategies, there is room for substantial growth in the U.S. 
although we also recognize that our growth potential overseas is quite 
attractive, as well, particularly since Marlboro is the most highly 
recognized, successful and profitable consumer brand in the world. 


• (Awaiting answer to last part of question regarding lower average profit 
per pack). 


cc: Murray H. Bring 
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PHILIP MORRIS COMPANIES INC INTER-OFFICE CORRESPONDENCE 

120 PARK AVENUE, NEW YORK 10017 


TO: 

FROM: 

SUBJECT: 


Michael A. Miles 
Dede Thompson Bartletl 
Proxy Card Comments 


DATE: Aprj^g* (ved 

m 21 WJ 
mchael a miles 


The following questions are based on comments taken from proxy cards received to 
date. 


1. Change in business strategy: 

Q. Why did PM USA initiate a price war with its April 2 announcement? 

R. We did not initiate a price war. We just raised our prices for discount 
items again. Our new strategy is an effort to make Marlboro's price 
more affordable to support our brand franchises. 


2. Composition of the Board: 

Q. Why don't you have more women on the board? 

R. At this time we have two women Directors on the board. There have 
been times when there were more women on the board. As a company 
committed to diversity, we are constantly evaluating the q ualifi ca ti ons 
of people who can be good contributors to the Board. We do not have a 
quota system. We try to strike the right balance. 

Q. Why don't you have a mandatory retirement age of 65 for Directors? Why are 

persons 65 or older eligible to sit on the board? 

R. Our policy states that an Outside Director will not stand for election as 
a Director in the year following his 68th birthday. Mr. Joseph Culmann 
is a Director Emeritus of Philip Morris. A Director Emeritus s hall 
receive notices of and may attend all meetings of the board but shall not 
be counted for the purpose of a quorum or be eligible to vote. A 
Director Emeritus may serve as a member and may act as chairman of 
any committee of the Board other than the Executive Committee but 
shall not be counted for the purpose of a quorum or be eligible to vote. 

Q. Aren't 19 Directors too many? 

R. We consider that our present board is the right size, giving us the 
diversity and experience we need. 
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3. 


Director's Stock Holdings: 


Q. Why don't more Directors own more stock in the Company, thus 
demonstrating their confidence and tying their interests to ours? 

R. Our directors do own stock in our company and a portion of their 
compensation for their services on the lx>ard is paid in stock, thus 
linking their ownership in the company to that of all other shareholders. 


4. Directors serving on other boards: 

Q. How can Directors who serve on other boards give their full attention to PM? 

R. It is important for Directors to serve on other boards because it 

provides valuable experience and ideas. If we expect to attract other 
qualified board members, we must in turn be willing to serve on other 
boards. 


5. Falling Stock Price: 

Q. What are you doing about the falling price of PM stock? 

R. We will do whatever we must do - reasonably and responsibly - to 

enhance shareholder value. The best way to increase our value to you 
is to improve financial performance. PM was built upon exceptional 
financial performance. 


6. Stock split/dividend increase 

Q. Why not consider a dividend increase or stock split? 

R. Dividend increase: We anticipate the dividend payout ratio will remain 
in the current range. Dividend payout has increased each year over the 
last ten years, reflecting strong growth in cash flow. 

Stock Split : We have split stock on six occasions since 1965, and one 
share of stock then is worth 192 shares today. Splits have occurred at 
prices ranging from $60 to $160. 
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7. Annual Report: 

Q. Isn't mailing the Annual Report an unnecessary expense? 

R. The cost of mailing the Annual Reports and Proxy Statements in 1992 
was $880,261. We do not believe it is an unnecessary expense. It is one 
of the most important ways in which we communicate with our 
shareholders and let them know of our current performance and future 
goals. 


8. Officers/Directors' compensation: 

Q. How can you justify your outrageous salaries and bonuses when the stock is 
dropping? 

R. Management's pay is in line with peer group, is determined by the 
Compensation Committee, and is based on performance. A large 
portion of the compensation consists of long-term incentives, such as 
stock options. Consequently, when the price of Philip Morris shares 
drops, management is affected in the same way that you and other 
shareholders are. 


cc: Murray Bring 
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JOHN J. TUCKER 


TO: Michael A. Miles 

FROM: John J. Tucker 
DATE: April 19,1993 
RE: Q & A For VSP Issue 


Mike: 


The attached is for your information. I agree with 
the answer. Obviously, PMUSA did not handle 
properly. 

If you have any questions^ please advise. 



cc: D. Bartlett 

T. A. Sompolski 


received 

APR 19 1995 

. MICHAEL A MILES. 
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Proposed answer for M. Miles at Stockholder's Meeting for VSP issue 

Q. I have heard that some recent PMUSA hourly retirees who retired under a Voluntary 

Separation Program, were not given their "fidl" pension. They were told they could retire 
with a lower pension or return to work. What is being done for these people? 

A This issue involves a small group of employees in the Richmond Tobacco manufacturing 

facilit ies who voluntarily elected an early retirement package. Twelve (12) employees 
who elected this program were given a monthly pension estimate that was, in fact $100 to 
$300 dollars higher than the actual amount they will receive as a retiree. 

Although there is no legal requirement to do so, the company offered these employees the 
choice to return to their former positions with no loss in pay or seniority, or twelve (12) 
months of the pension overage if they choose to remain retired. 

This was an un fortunate situation but Philip Morris has designed a solution that would not 
penalize these effected individuals. 
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VSP PROBLEM SUMMARY 


IP.2 


Plans for the Voluntary Separation Plan (VSP) retirement estimates began in November 1992. 
Benefit incentives and effective dates changed several times prior to the VSP implementation. 
Hie official effective date and program parameters required data changes to be added to the 
system program. 

Due to time constraints, staffing resources and cost savings the estimate calculation process was 
out sourced to the firm of Towers, Perrin, Foster and Crosby (TPF&C). TPF&C is the actuary 
firm who currently holds the contract for funding our retirement plans. TPF&C had demographic 
information on our employees and Philip Morris supplied them with the additional data required 
to calculate the estimates. 

The estimates were completed within the five (5) day turnaround period. Out of the 1,181 
estimates, Philip Morris did a random sampling of the calculations and found no errors. The data 
was sent to the eligible employees February 2, 1993, and the decision to accept the program was 
made based on the information contained in a letter and discussed in an interview. Interviews 
were available February 6 through 19. 

When the final earnings were available March 8, 1993, the final calculations were completed by 
Philip Morris Benefits staff It was discovered that twelve (12) estimates had been overstated 
ranging from $150.00 to $350.00 affecting people who had accepted the program. After 
contacting TPF&C they discovered that a total of fifty-five (55) estimates were in error. 

The errors resulted from the use, by TPF&C, of an incorrect retirement group code. This, in turn, 
overstated the retirement benefit payable by $10 per years of service. The confusion over the 
correct job code relates to a union contract provision which bases a retirement benefit on the 
tenure in a job c lassifica t ion prior to an employee's retirement. 

Each affected participant was contacted and offered compensation (one year's worth of the 
difference) for the error or return to work: to prior position. Eleven (11) of the twelve (12) 
affected retirees accepted the compensation and one returned to work. One (1) of the two (2) 
employees who had the understated benefit accepted the program and the other declined. 
Resulting in four hundred seventy-one (471) participants accepting the program and one returning 
to work. 

We regret this unfortunate situation occurred and the inconvenience to the affected employees. 
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DEDE THOMPSON BARTLETT 


April 19, 1993 


To: Michael A. Miles 

From: Dede Thompson Bartlet \Z^^ xr 

Re: F. A. Furfari Letter 


Attached is a shareholder letter to Mr. 
Furfari for your signature. The letter has 
already been reviewed by Murray Bring, i J 

s 



DTB/lv 

Attachment 


9 


MICHAEL fc 


,>L-^ 




S'* 
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PHILIP MORRIS 

COMPANIES INC. 

120 PARK AVENUE, NEW YORK, N!Y. 10017 


bcc: D. Bartlett 
M. Bring 


v//y 




Michael A. Miles 

CHAIRMAN 

AND 

CHIEF EXECUTIVE OFFICER 

April 19. 1993 


Mr. F. A. Furfari 
117 Washington Road 
Pittsburgh, PA 15221 

Dear Mr. Furfari: 

Thank you for your recent letter regarding the language in the Teamsters’ Proposal on 
the Poison Pill. We are compelled by the proxy regulations of the Securities Exchange 
Commission to print a shareholder’s proposal and supporting statement exactly as 
submitted, and that can even include misspelled words. 

I am sorry to learn, however, that you had difficulty understanding our response. Let me 
try and clarify the entire matter: 

The issue revolves around whether a company’s shareholder rights plan, or Poison Pill, 
as it is sometimes known, has a negative effect on shareholder value. We believe it 
does not. 

• The Resolution asks the Board of Directors to redeem the Company’s Common 
Share Purchase Rights, unless the rights are approved by a majority of the 
outstanding shares. 

• The Supporting Statement says that Poison Pills tend to entrench management 
by making the company very expensive for a hostile take-over. The proponents 
change that this depresses the price of a company’s stock, and they site three 
studies showing this negative effect. 

• Management’s response disputes this statement. We believe that the opposite is 
true: namely that the Poison Pill encourages potential buyers to negotiate directly 
with the Board, which comprises largely outside directors. This should ensure 
that any offer ultimately negotiated will be fair to the shareholders. It is our belief 
that the price of the stock is totally unrelated to our having adopted a Rights Plan 
in 1989, and as proof, we referred to a graph on page 12 of the Proxy Statement 
which showed the extraordinary rise in the price of the stock from 1987 to 1992. 
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April 19, 1993 
Page 2 


I hope this explanation is helpful. I also want to take this opportunity to thank you for your 
confidence in Philip Morris. We regret that our recent action concerning PM USA’s 
pricing has caused a decline in the price of our stock, but we are convinced that this 
action was necessary and should benefit our domestic cigarette business over time. 

Thank you again for writing, and I hope we can count on your continued support as a 
Philip Morris shareholder. 
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FH IUP M ORR IS COMPANIES INC ._ INTER-OFFICE CORRESPONDENCE 

120 PARK AVENUE, NEW YORK 10017 


TO: 

FROM: 


Michael A. Miles 
Dede Thompson Bartlett 



SUBJECT: Additional Annual Meeting Questions 


DATE: April 20 ,1993 

RECEIVED 

APR 20 1993 


The following are answers to your questions: 


MICHAEL A. MILES 


1. Q. Are the business relationships with Directors’ companies which are not 
reported in the proxy all immaterial to both sides? 


A. According to the SEC’s definition, these business relationships are 
immaterial. Whenever a candidate is considered for election to the board, 
his or her business relationships are carefully examined to insure that any 
material relationship is disclosed. In preparing the 1993 Proxy Statement, 
we disclosed all relevant information. 


2. Q. Do we -- in any way, shape, form -- acknowledge ETS as any kind of risk 
factor? 


A. No. We do not believe the science that supports ETS as a risk factor. 

3. Q. Has Marty Upton been through Corporate Governance and compensation 

questions? 

A. Today, we received information from Hewitt Associates which has caused us 
to recast some of the answers in these sections. As soon as this task is 
completed, we will fax Marty the new material for his review. We will have 
updated information for you shortly thereafter. 

4. Q. Are the Anti’s likely to show up with props, as at RJR? What props? What 

response? 

A. While I can’t predict with certainty the likelihood of any of their actions, it 
would seem consistent with behavior they have shown in the past, that the 
anti’s would come up with some “stunt.” As you know, they will be bringing a 
man whose voice is raspy presumably as the result of a cancer operation. As 
for props, they might bring a toy MILLER train set, a toy MILLER race car and 
a toy MILLER remote control hydroplane, all of which were brought to my 
attention by Dr. John Slade, the activist from New Jersey. Attached is a copy 
of my letter to Sl&de in which I told him that since 1991, MILLER stopped 
authorizing the use of the MILLER trademark on items that may be attractive 
to minors even though many of these items are generally collected by adults. 
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Continued 

4. A. Dr. Slade also found a box showing a MARLBORO decorated radio control 
car and a pamphlet in the box describing the car. I told him that we first 
became aware of this in late summer 1990 and that it had been licensed and 
manufactured without our approval. I further stated that we took immediate 
steps to have all 3,000 units of production recalled, and that it was 
noteworthy that he could only find the box and the pamphlet and not the car. 

The anti's might also bring the items that John Banzhaf of ASH (Action on 
Smoking and Health) showed on television recently: a child’s change purse 
with a Philip Morris logo and a child’s VIRGINIA SLIMS t-shirt. As of today, 
our people have not seen these items, and I am enclosing a copy of Steve 
Parrish’s letter on this subject in which he notes that we “will take quick and 
forceful action to halt the unauthorized use of our tobacco brand names on 
items intended for use by children." 

I am not aware of any other children’s items which they have in their 
possession. 


DTB/lv 

Attachment 


cc: Murray H. Bring 
Alfonso L Carney, Jr. 
Steven C. Parrish 
Timothy A. Sompolski 
John J. Tucker 
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bcc: 


PHILIP MORRIS 

COMPANIES INC. 

20 PARK AVENUE, NEW YORK. N.Yi 10017 


Dede Thompson Bartlett 

VICE PRESIDENT AND SECRETARY 


M. Bring 

A. Carney, Jr. 

R. Eck 

K. Kaplan 

B. Krivisky 

S. Parrish 
P. Preston 
W. Schmus 

212)660-3540 
FAX! (212) 907-5372 


April 13, 1993 


Jbhn Slade, M.D., F.A.C.P. 

166 Montgomery Road 
Skillman, NJ 08558-9642 

Dear John: 

I am sorry I could not reply earlier to your letter in which you described three toys with 
MILLER and MARLBORO trademarks. Our lawyers have investigated these items, 
and the following is the report of their findings: 

• We first became aware of the MARLBORO decorated radio control car in 
the late summer of 1990. It had been licensed and manufactured without 
our knowledge or approval. We took immediate steps to have all 
production recalled. Fortunately, only 3,000 units were produced, and 
they were all taken off the market. It is noteworthy that you could only find 
a box and a pamphlet in the box showing the MARLBORO version of the 
car. It shows that the cars were removed because of our objections. 

As you know from our previous conversations, Philip Morris has not 
authorized the use of our cigarette trademarks on any toys or any other 
items intended or likely to be used by children, and we actively pursue all 
cases which come to our attention. 

• In November 1991, MILLER authorized Brookfield Collectors Guild Inc. to 
produce a MILLER-identified collector train set. The license agreement 
stated that the train sets were only to be sold to MILLER distributors and 
employees through direct mail. No sales were to be made at the retail 
level. The agreement also stated that “No licensed MILLER promotional 
products should be distributed through stores that cater to minors.” 
Furthermore, Brookfield was instructed to cover the age suggestion on the 
packaging with a sticker that stated, “Adult Collectible.” The license 
agreement with Brookfield expired in November 1992. 

• In January 1991, MILLER authorized Tyco to produce electric and remote 
control MILLER-identified race cars, and a remote control hydroplane. 

MILLER terminated the agreement in April 1991. Tyco was permitted to 
liquidate its existing stock, which was expected to take approximately six 
months. 
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I would like to point out that since 1991, MILLER has stopped authorizing the use of 
the MILLER trademark on items that may be attractive to minors even though many of 
these items are generally collected by adults. Whenever the MILLER logo is pirated 
and, when brought to our attention, appropriate action is taken. 

I hope these comments have answered your questions, and we look forward to seeing 
you in New York on June 2nd. As the date draws nearer, l will be writing you with the 
time and location of our meeting. It would also be helpful, if you could submit to me in 
advance any specific questions you might have, so that I can put together an agenda. 


Sincerely, 



Dede Thompson Bartlett 
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PHILIP MORRIS 

U.S.A. 

120 PARK AVENUE. NEW YORK. N.Y. 10017 


Steven C Parrish 

general COUNSEL & SENIOR VICE PRESIOENT 
EXTERNAL AFFAIRS 


April 20,1993 


1212* 800-3074 


Mr. John F. Banzhaf, JH 
Executive Director & Chief Counsel 
Action on Smoking and Health 
2013 H Street, N.W. 

Washington, DC 20006 

Dear Mr. Banzhaf: 

Thank you for your prompt reply to my letter. I 
appreciate your willingness to give us access to the items in 
question. 

I think my letter as well as our advertising and promotion 
code (copy enclosed) make our policy very clear. Philip Morris 
does not sanction the use of its tobacco trademarks on products 
intended for use by children. 

With regard to the specific items, it would be easier for us 
to determine what action is appropriate if we had actual 
possession of the items. If, however, that is not acceptable to you, 
we will arrange for someone to examine and photograph the items 
as you request. In addition, we will immediately attempt to 
determine who is responsible, and will take quick and forceful 
action to halt the unauthorized use of our tobacco brand names on 
items intended for use by children. Moreover, I will advise you m 
writing and in detail as soon as possible of the action we take. 

If you have specific questions, I suggest we address those 
separately so that we may proceed as quickly as possible to stop 
any unauthorized and inappropriate use of our tobacco 
trademarks. 


Sincerely, 



SCP/ih 

enclosure 
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Candor/Decepti on 


How could you have sent out an Annual Report which paints such a 
favorable picture of the company ’ s future and then a few weeks latter tell us 
that the whole US tobacco business is in the tank? 

Now that you’ve been chairman for over a year, do you believe that tobacco 
executives tell the truth? Have they engaged in fraud in the past? 


Change in Leadership 

• Given the performance of the company, shouldn’t you resign? 

• Doesn’t this prove a food person can’t run a tobacco company? 

• If you weren’t chairman, would you vote to retain the management of this 
company? 

• Can you give me three good reasons we should vote to retain you? or, the 
current directors? 

• Was the Board of Directors asleep at the switch? 

• If this plan doesn’t work, will you resign? 

Compensation/Perks 

• Given the performance, don’t you think you are grossly overpaid? 

• Will you take a cut in compensation? 

• Will you stop flying on the corporate jet? 
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Making the Pricing Strategy Decision 


Whose decision was it to take this drastic action? Did you endorse it? Did 
the Board understand it? Did anyone consider the consequences? 

Wasn’t it idiotic to announce a price cut of Marlboro while the Clinton 
Administration is considering an excise tax increase? 

Who got the company into this mess? Is Hamish Maxwell to blame? 


Announcing the decision 

• Why did the financial analysts leam about this first? Was this to help the big 
institutions get out first before ordinary loyal shareholders know what was 
happening? 


What’s Ahead 

• Is this the beginning of a nightmare? What about our other brands? 

• If you think Marlboro can’t maintain its market share without a 40 cent price 
drop, what do you think will happen when Clinton raises the price $1 to $2 a 
pack? 

• Last week you announced someone was going to take over worldwide 
tobacco. Will he get rid of the PM USA management? 

• How much will the dividend increase this year? .....if you can’t say it will 
increase, can you rule out a decrease? 

• Given all the problems facing the tobacco business, have you considered 
getting out of the business? 

• How many shares of stock is the company planning to buy back this year? 
Do you still have confidence in the stock? 

» Have you thought about splitting up the company? 

• Have you thought of splitting the stock into tobacco and food issues? 
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Misc. 

• Andy Rooney said on 60 Minutes that he can’t see how tobacco company 
executives can live with themselves.....how do you respond to that? 
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1. Q/ WHY DID PM RUN THE PORTLAND PROMOTION TEST? 

The Portland promotion was actually run to confirm our analysis of 
past promotions and the impact of low end pricing on Marlboro. We 
have been doing extensive work in the area of pricing for quite some 
time. A model based on 31,200 discreet store weeks of data across 
all of the brands that consumers purchased was constructed. This 
model suggested that Marlboro is still a vibrant brand and its recent 
performance below trend was the result of its price point relative to 
the lowest priced products in the store. The model projected that 
Marlboro could indeed grow again if the price disparity was brought 
to a more reasonable level-i.e. a 35% premium. The Portland test 
was then initiated to see if on a broad scale basis (Portland 
represents 1.2% of U.S. population) the model was reliable and could 
Philip Morris actually execute such a large promotion in a fixed 
period of time. The results confirmed our original hypothesis that 
Marlboro could grow-it even gave us near identical results to those 
projected by our promotion model, i.e. approximately 4 share points 
of growth. 

2. Q/ DID COMPETITORS RESPOND? HOW? 

A/ It is difficult to measure the exact nature of competitors' response 
to our Portland initiative because they already promote at much 
higher levels and with greater frequency than PM. Still, RJR appeared 
to increase its promotion levels during our test. For example, 
according to IRI audits of supermarkets, incidences of Winston $3 
and $4 coupons in carton outlets nearly doubled during the 
promotion from 30% to 60%. In addition, a Camel "Buy 3 Get 3 Free" 
(often broken down into Buy 1 Get 1 Free) was also fielded in pack 
outlets during the December test, while in other markets this 
promotion was run against Marlboro Adventure Team in January. 
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3. Q/ WHERE DID MARLBORO'S 4 SHARE POINTS COME FROM? WAS 
THERE EVIDENCE THAT THE PROMOTION CURBED LOW END GROWTH. 
A/ The Marlboro promotion did curb low end growth. In fact, in a 
retail audit conducted by Full Line Research, the total Discount 
category and its sub-set Deep Discount both declined during the 
Portland promotion. On a percentage basis, Marlboro sourced 34% of 
its share increase from Deep Discount and 22% from the balance of 
the Discount category. The remaining 44% was provided by Premium 
brands, with Camel (17%) and Winston (8%) contributing over one 
half (57%) of this number. It should be noted, however, that 
Portland is one of Camel's most developed markets, with share 
roughly 2.5 times its national average. 


4. Q/ WHAT OTHER RELEVANT PROMOTIONAL EXPERIENCE DOES 
PMUSA HAVE? 

A/ Even though Marlboro has historically not promoted a high 
percent of its volume, over the past eighteen months we have run 
and analyzed fifteen major promotions consisting of price, product 
and incentives delivered through media, direct mail, and retail. The 
findings from these promotions were a precursor to our pricing 
model used in Pordand. 

5. Q/ WHAT IS THE CURRENT LEVEL OF WHOLESALER/RETAILER 
PROFITABILITY FOR FULL MARGIN VERSUS DEEP DISCOUNT 
CIGARETTES? 

A/ Currently wholesalers make $0.80 per carton on Premium versus 
$0.40 on Deep Discount. Convenience store retailers make $5.00 per 
carton or 25% margins on Premium versus $3.00 and 24% on Deep 
Discount. 
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6. Q/ WITH NO ACTION, WHAT WOULD MARLBORO VOLUME AND 
SHARE HAVE BEEN THREE YEARS FROM NOW? 

A/ Based on trends and forecasts, Marlboro was expected to decline 
at -9% per year. Marlboro’s 1992 volume was 123.9 Billion and 
based on a straight line projection would decline by 24.6% to 93.4 
billion units in 1995. Share of 24.4 in 1992 was projected to decline 
4.2 points or 17.2% to 20.2 in 1995. However, Marlboro's decline 
rate was actually accelerating in the period immediately prior to 
PMUSA's announcement 

7. Q/ WHY WONT AMERICAN AND LIGGETT ALWAYS GO FOR THE 
DEEP DISCOUNT/4TH TIER POSITION? 

A/ The short answer is that they won't because they cannot trade 
volume for income indefinitely and stay in business. 

Because American and Liggett are the smallest players, the 
temptation to gain incremental volume and share by offering the 
lowest price will always be an option. This was an option to Liggett 
in 1989 when they created the third price tier by introducing 
Pyramid. The success of Pyramid and the reluctance of PM-USA and 
RJR to participate in the tier, paved the way for American to adopt a 
similar strategy in 1990. The rationale for both Liggett and 
American was: they have the excess manufacturing capacity and 
while margins will be lower, they can still turn a profit. 

The key to adopting the strategy was to ensure that Premium 
volume declines were kept at manageable levels so that annual 
premium price increases could provide enough profits to fund the 
introduction of lower price products; and most importantly, provide 
operating income growth that was in line with historic performance 
and corporate parent requirements for stockholders. In other words, 
the premium brands became the bank that funded the introduction 
of the lowest price tier. 
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The difference in today's market is: 

• All companies except Lorillard, compete in the deep discount or 
lowest tier segment. This makes it expensive to compete and limits 
the inroads a small competitor can make. 

• Premium volume for American and Liggett has deteriorated to a 
point where it can no longer act as a "bank" to fund "lowest price" 
introductions and maintain operating income at or near historic 
levels. The more American and Liggett strive for deep discount 
volume at the expense of premium volume, IFO will suffer. 

• Our competitor income model indicates that American's 1992 to 
1997 IFO will decline an annual average of 9.3%, while Premium 
volume declines by 13%. Because Liggett is so concentrated in 
discount volume, the forecast price increases enable them to increase 
IFO over the five year plan by 17% per year. If they forego these 
price increases, they may increase units but they will forfeit IFO 
growth. 


8. 0/ DID PMUSA LOAD AT THE END OF 1992? IF SO, WHY? DID IT 
HAVE ANYTHING TO DO WITH RETAIL MASTERS? 

A/ In fourth quarter 1992, PM-USA loaded 13.4 billion units. This 
excess inventory level is consistent with the 1991 level — 13.6 
billion. Retail Masters played no role in determining the inventory 
levels. In fact, the Retail Masters program, by addressing out-of- 
stocks of Marlboro at retail, may well diminish the need for these 
high wholesale inventory levels. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 


009C00C202 



V - 


9. Q/ IT IS UNDERSTOOD THAT WHOLESALERS/RETAHERS BUY IN 
AHEAD OF EXPECTED PRICING ANNOUNCEMENTS. DO THEY BUY 
AGAINST PROMOTIONS, AND IF SO WHAT EFFECT WILL THEIR 
BEHAVIOR HAVE ON PMUSA'S CURRENT LOAD? 

A/ We know there is speculative buying by wholesalers in 
anticipation of price increases. They are then able to sell their 
inventories, purchased at the lower price, at the new higher price. 
There is no speculative buying based on manufacturers' promotions 
because wholesalers would receive no direct benefit from such 
purchases. Promotions are arranged between manufacturers and 
retailers. 

With the news of PM-USA foregoing price increases for the 
remainder of 1993, wholesalers and direct accounts will reduce 
forward buying, lower their inventories and reduce the amount they 
will load. As a result, we expect that wholesale inventory levels will 
drop by about half in second quarter 1993. 

10. Q/ WHAT TRIGGERED OUR DECISION TO INITIATE NATIONAL 
PRICE PROMOTIONS IN SUPPORT OF MARLBORO? 

A/ Marlboro was expected to decline 3.0% for First Quarter 1993 
versus last year. However, in late February and early March it 
became apparent that actual volume would be down by over 8.0%. 
Marlboro share performance in Nielsen was expected to increase in 
early 1993 versus prior months based on the promotional support of 
the Marlboro Adventure Team. In fact, share declined by -0.3 points 
versus the pre-promotion period. However, within our Consumer 
Tracking Panel, Marlboro's share of smokers remained constant, with 
brand volume declines driven by Marlboro smokers purchasing 
Discount brands on an occasional basis. It was clear that Marlboro's 
difficulties were tied to price issues rather than a loss in franchise 
equity. To compound the matter, although manufacturers had 
raised list prices on the low end, there was minimal price realization 
at retail due to manufacturer deal backs and retailers cutting 
margins. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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* Fully diluted before non-recurring items 

HIGHLIGHTS 


1. Low-priced segment growth continues to explode: 21.3% share in JF'93 
vs. 7.2% in JF'92 vl3.5v in ND'92). Total discount segment now 35%. 

2. Premium* segment decline is accelerating: Down -15% in JF'93 : (largest 
decline to-date), following three periods of 11S-12% declines. 

2. Marlboro volumes down -11% in JF'93 (first double-digit decline), 

following -7% decline in ND'92 (data covers 55%-60% of industry volume). 
Philip Morris' internal numbers will likely show Marlboro consumption 
down* 8%-9% year-to-date ( 2-point bias vs. Nielsen). 


4. There is increasing probability of new pricing disruption in the low- 

end: Liggett volumes are plunging (-30% in JF'93, -24% in ND'92); Brown 

& Williamson's share of deep-discount segment is eroding. 

5. AMB's new strategy to support its mid-priced brands appears to have 
stopped the bleeding t-i1 % overall volume decline in JF'93); AMB 
premium volumes, however, continue to fall sharply (-22% in JF'93). 

5. Philip Morris' decision to reduce dead nets on Marlboro by 5.40/pack is 
likely to cause the mid- and low-priced (deep-discount) segments to 
converge. With new disruption in the low-end likely, Marlboro's plan 
to narrow the net price differential (vs. deep discounts) could fail. 


INVESTMENT CONCLUSIONS 


1. Philip Morris: Market-perform. The risk-return trade-off inherent in 
MO's stock price has become more attractive. Longer-term, the stock 
looks cheap: the current price is discounting less than 5% earnings 
growth (to be ranked in first quintile); we are projecting 10-12% growth 
post-1994. During the next 6-12 months, however, unfavorable revisions 
trends and the twin uncertainties of the domestic cigarette price war 
and increased excise taxes are the bases for our market-perform rating. 

2. American Brands: Market-perform. Of the three cigarette stocks, 
American Brands offers the least upside but also the lowest amount of 
risk. AMB's 81.97 dividend (6.3% yield, with a 6—8% increase likely in 
4Q), and AMB's considerable value excluding domestic tobacco (828- 
830/share, net of debt) could provide a valuation floor for this stock. 
Still, AMB's domestic tobacco unit is likely to suffer most in a price 
war, given AMB's high dependence on the mid-priced segment, which could 
disappear once Marlboro cuts dead nets. 


DETAILS 
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the premium segment registered its steepest decline yet in JF'93, 
dropping by -15%, after posting 11-12% declines during the previous 
three bi-monthlies. The premium segment fell to a 65% share vs. 74% in 
JF'92 four 1993FY forecast is 65%). Convenience stores operators have 
so far largely ignored the $.21/pack (60%) increase in list prices taken 
on the deep-discount brands since November; one big reason is that many 
are using deep-discount cigarettes as loss leaders to gain retail 
volume. As a result, the retail price differential between premium- and 
low-priced brands has narrowed by just $.04/pack during this period (to 
3.73 /pack pre-coupon): 



JF'92 

MA'92 

MJ ' 92 

JA’92 

SO' 92 

ND'92 

JF’93 

Premium segment 
% Chg vs prior yr 


-7% 

-9% 

-11% 

-12% 

-11% 

-15% 

Retail price diff'l 
$ per pack 

3.55 

3.57 

$.64 

$.69 

$.75 

$.77 

$. 73 E 


2. Deep-discount (black & white) share growth continues to accelerate at 
retail and now accounts for 21.3% of volume (+14.1 pts vs. year ago). 
The growth in black & whites has been fueled by strong distribution 
gains across all classes of trade — particularly convenience stores, 
where deep-discount brands now hold a stunning 33% share (vs. just 12% 
in JF'92). The deep-discount segment is now taking more volume from 
tne premium segment than from the mid-priced segment. 



JF’92 

MA' 92 

MJ ' 92 

JA'92 

SO '92 

ND' 92 

JF'93 

Blk & white share 

7.2 * 

8.4% 

11.3% 

14.4% 

16.3% 

18.5% 

21.3% 

Pt Chg vs prior yr 

+ 2.7 

+ 3.3 

+ 6.0 

+ 8.7 

+ 10.3 

+ 12.1 

+ 14.1 

Mia-priced share 

19.1% 

18.7%, 

17.6% 

16.7% 

15.1% 

14.4% 

13.6% 

Pt Chg vs prior yr 

+ 0.3 

(0.7) 

(2.0) 

(2.7) 

(4.5) 

(5.9) 

(5.5) 

Premium share 

73.7% 

72.9% 

71.1% 

68.9% 

68.6% 

67.1% 

65.1% 

Pt Chg vs prior yr 

(3.0): 

(2.6) 

(4.0) 

(6.0) 

(5.8) 

(6.2) 

(8.6) 


3. Marlboro's consumption decline hits double-digits. Marlboro's retail 

takeaway fell -11% in JF’93 (Marlboro shipments are expected to be down 
-8% in 1QK While clearly alarming, Marlboro's volume decline continues 
to perform about 3-4 pp better than the premium segment as a whole (down 
-15% in JF'93) Philip Morris' internal retail takeaway numbers for 
Marlboro are likely to show a (8%)-(9%) decline in JF'93, given 
Nielsen's apparent 2-point negative bias vs. Philip Morris' expanded 
Nielsen data base covering 80-85% of volume (our Nielsen data covers 55- 
60% of volume, comprised of food, drug, and large convenience/gas 


outlets). 

JF’92 MA’92 

MJ ’ 92 

JA'92 

SO'92 

ND’92 

JF'93 

fO 

o 

ro 

CO 

o 

o 

Marlboro consumption 
% Chg vs prior yr 

0% -2% 

-5% 

-7% 

-9% 

-7% 

-11% 

Marlboro share 

Pt Chg vs prior yr 

+ 0.8 +0.5 

(0.4) 

(0.9) 

(1.1) 

(1.0) 

(1.6) 

CO 
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4. Commentary: Marlboro Strategy May Not Work. As we have stated 

previously, we remain unconvinced of the wisdom of Philip Morris' plan 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 






to close the dead net differential between Marlboro and the deep- 
discount brands. While we agree that Philip Morris had to do something 
to stop Marlboro's share erosion, our bet is that players with strong 
discount brand positions (BAT, AMB) will likely move to protect their 
discount brand franchises with increased retail buy-downs and 
promotional allowances of their own. The net result could be a 
ratcheting down of the entire pricing structure -- with no effective 
closing of the gap between Marlboro and the deep-discount brands. Our 
forecast remains that Marlboro shipments will decline by 6-7% in' 1993, 
and by 8-10% per year thereafter. 

5. Risk of Low-End Disruption Increasing. Historically, we have seen new 

lower-tier segments emerge when the net list of the lowest-priced brands 
reached twice variable costs (including marketing). We have passed that 
point. We estimate that variable costs are now running at about $.25- 
$.27/pack for the smaller players; the net list price on the low-priced 
brands is now S.55/pack .S.48/pack after allowances). The net list price 
has increased from $.34/pack In October, 1992. 

Liggett has been the big loser in the deep-discount share war (6.6% 
share JF'93 vs. 25.3% share JF'92). BAT's share of the deep-discount 
segment is also now falling <21.6% In JF'93 vs. 26.6% in JF'92). MO 
and RJP. have clearly gained control of the low-priced segment, as their 
collective share increased to 69% in JF'93, vs. 48% in JF'92. 


Black & White Retail Takeaway 


Share of Segment 

JF'92 

JF’93 

Pt Chg 

MO and RJR Combined 

48.1% 

68.8% 

20.7 

Brown & Williamson (BAT) 

26.6 

21.6 

(5.0) 

American Brands 

- 

3.0 

3.0 

Liggett 

25.3 

6.6 

(18.7) 

Total Industry 

100.0% 

100.0% 

- 


6. American Brands: New Strategy Has Stopped The Bleeding. American 

Brands’ volumes continued to decline, falling -11% in JF’93, following 
consecutive (11%)-(13%) declines in the four prior bimonthlies. As 
announced after the 4th Quarter, American Brands is now using buy-downs 
aggressively to ensure that three of its' mid-priced brands — Misty, 
Montclair, and Riviera -- are being priced no higher than competitors 1 ' 
low-priced brands. The new strategy appears to be taking hold: AMB’s 
mid-priced volumes fell a mere -14% in JF’93, vs. an overall mid-priced 
segment decline of -31% in JF’93). Given Philip Morris' move to 
discount Marlboro by up to $. 40/pack, and some recent indications that 
Philip Morris' competitors may be moving to match the American Brands' 
buy-downs, we may be nearing the point where the mid-priced and deep- 
discount segments converge at the lower price. 


7. The Price War: One Possible Scenario. At some point, we expect Philip 
Morris to realize that the pricing action outlined on "Marlboro Friday" 
may not result in material market share gains. We maintain that Philip 
Morris' competitors, who require continued growth in their discount 
brands to maintain (let alone grow) overall market share, are unlikely 
to sit back and allow Philip Morris to take their discount shares. The 
likelihood of new disruption in the deep discount segment, combined with a: 
evolving strategy by the convenience store operators to develop and market 
their own exclusive store brands as loss leaders, limits the likelihood of 
Marlboro success in closing the price gap vs. deep-discount brands. 
Ultimately, we could see Philip Morris move to a true Marlboro "fighter 
brand" line extension (e.g. a shorter Marlboro priced initially at 
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3.50/pack lower than regular Marlboro, but which can move up or down in 
price in tandem with deep-discount prices). The introduction of a Marlbor 
fighter brand, which would likely be copied by each of Philip Morris' 
competitors, could allow the industry to return to an environment of norm 
profit growth as discount brands disappear, and as premium brand pricing 
flexibility resumes. 

8. Importance of Nielsen Data: Over the next few months, two pieces of 
data that come from Nielsen will be most important in our efforts to 
determine whether the new Marlboro pricing strategy is working: 

(1) Retail price gap between Marlboro and the deep-discount brands, and 

(2) Marlboro's retail takeaway share. The Nielsen data tracks 55%-60% 
of total industry volume, measuring retail takeaway in food, drug, and 
large convenience store chains. While not perfect, the data has 
correctly predicted the explosion in deep-discount brand share, the 
collapse of the mid-priced segment, and now, the sharp deterioration in 
Marlboro volumes. We will continue to publish this data on a bi¬ 
monthly basis (6-8 weeks after the end of the period). 


GARY BLACK 212-756-419? 
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Memorandum ia-mi 

TO: Sales and Trading 

FROM: Gary Black 

DATE: April 26, 1993 ^ _ 

SUBJECT: Philip Morris: Ma rlboro Strategy and ConPetltlYfe 

Respon se Becoming Clearer 


4/23 
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C.G.R. 
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$48 

-38 

$5.45 

$4.75 

$5.10 

10.1 

9.4 

12 

5.4% 

439 

+1 

23.85 

25.50 

28.25 

15.8 

15.6 

7 

2.8 


HIGHLIGHTS 

We believe the battle in domestic tobacco will proceed as follows: 

1. Initial Marlboro price promotion will begin in mid-May and run 
through end-of-June. Flexibility inherent in using coupons 
(rather than list price reductions) allows Philip Morris to 
modify the program if results disappoint or if competitive 
conditions change. 

2. Our trade sources indicate that the promotion involves retail 
buy-downs (instant coupons affixed at retail) that will be 
$.30, $.40, and $.50 per pack, depending on the state excise 
tax level (in Hew York, the coupons will likely be $.50). 

3. Philip Morris' competition will probably match the Marlboro 
deal by shipping pre-couponed premium product directly to 
distributors, who would pass on the savings to retailers. The 
Marlboro plan may bypass distributors. 

4. Results from the Marlboro Portland test market indicate that 
once the Marlboro coupons are removed, market share returns to 
its pre-coupon levels. 

5. Pricing in the deep-discount segment could come under further 
pressure; dead nets (list price less allowances) remain about 
$1.25/thousand below the level following the $2.50/thousand 
price increase taken on the deep—discounts in mid—March. 


INVESTMENT CONCLUSION 

1. Investment Rating: Market-perform. Our outlook for Philip 

Morris remains mixed:Near-term, we could see further 
earnings revisions risk, reflecting the twin uncertainties of 
the domestic cigarette price war and increased excise taxes. 
Longer term, the stock looks cheap: the current price is 
discounting less than 5* earnings growth; we are projecting 
12% earnings growth post-1994. We could become more bullish 
if we saw some sign that Philip Morris can back off from this 
aggressive program to stabilize domestic market share. 


OTHER DETAILS 


1. The initial Marlboro promotion is expected to kick off the 

week of 5/24 and run for about 5-6 weeks. At the end of this 
period, Philip Morris will evaluate the results, and make a 
decision to repeat or modify the program. 
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2. As expected, the program is likely to involve heavy use of 
retail buydowns (instant coupons affixed at retail). coupons 
will be $.30, $.40, and $.50/pack, depending on state excise 
tax levels (higher tax states will have higher value coupons). 

3. Philip Morris' objective is to get Marlboro's dead net (retail 
price less coupon) well below $2/pack, so that the retail 
price gap between Marlboro and the deep-discount brands 
appears smaller. The current price differential is about 
$2.10 vs. $1.35; a $.40/pack coupon puts this gap at $1.70 vs. 
$1.35, making both "a dollar and some change." 

4. The Marlboro promotion is nothing new; other premium brands 
have for months been using buy-downs selectively as a way to 
keep existing smokers from straying from their brands. What s 
different is the scope of this promotion, which could cover 
80% of all Marlboro volume. Although positioned as a price 
cut, this action is really a promotion that runs for a finite 
period of time. If Philip Morris deems the program to be not 
effective (or entirely effective, and therefore no longer 
necessary), it can modify or not repeat the promotion. 

5. Some distributors seem to be unhappy with the Marlboro 
program, since Philip Morris is apparently bypassing the 
distributors and going directly to the retailers to ensure 
that savings are passed through. Many believe that Philip 
Morris is selectively choosing retailers who will receive the 
couponed product. This could hurt Philip Morris in the long- 
run in its efforts to gain additional distribution and share 
for its deep discount brands, which remain very trade-driven. 

6. Philip Morris' competition will likely match the Marlboro 
buydowns by offering its largest premium brand with coupons 
already affixed (same coupon levels as Marlboro). Instead of 
bypassing the distributor, however, competition's premium 
brand deal will probably involve off-invoice allowances to the 
distributors, supplemented with a $.10/carton handling 
discount. Competition has also apparently announced a major 
initiative on its fastest growing premium brand, which is 
essentially a buy-one-get-one-free promotion. 

7. In the Portland test market, Marlboro averaged a 20% share 
during the four-month period preceding the test. During the 
four-week January test market, Marlboro's share increased to 
24%, although it is unclear whether this gain came from other 
premium brands (most which were not matching the Marlboro 
offer) or from deep discount brands. After the test ended, the 
coupons were removed, and Marlboro's share returned to 20%. 

8. The danger in this strategy is that, over an extended period 
(much longer than a four-week test), Philip Morris may be 
training all Marlboro smokers to "wait for a deal" before 
purchasing. An infrequent, carefully-pulsed, selective 

f romotional strategy oan help sustain higher market share 
ong-term; a broad, continuous every-day strategy of pricing 
down Marlboro (or any other premium product) can cause 
otherwise loyal smokers to expect a deal. If a deal doesn't 
appear, these loyal users could feel they are not getting a 
good value and defect to comparable brands offered at the 
Marlboro "deal" price. 
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9. Silence by Philip Morris' competition following two weeks of 
speculation would indicate that they will respond by defending 
their brands across all segments if necessary. The statement 
by competition's management that "we've gained a lot of ground 
in the market ... and we aren't going to give that ground 
back" is particularly telling, since much of the competition's 
growth has come entirely from volume gains in the deep- 
discount segment, competition's decision to not reduce 
allowances in the deep discount segment since Marlboro Friday 
could be taken as a sign that they may stand and fight rather 
than allow Philip Morris to take market share. We should get 
some insight as to the reasoning behind the competition's 
strategy next week. 

10. We could see further disruption in deep-discount pricing, 
which could prevent Marlboro from narrowing the spread between 
Marlboro and the deep-discount brands. 

• In mid-March, Philip Morris announced a $2.50/thousand 
increase in deep-discount prices. Concurrently, Philip 
Morris was offering a "buy 10, get one free" (10% deal) 
carton allowance on its Basic deep-discount brand. 

* Competition matched the $2.50/thousand increase and, one 
week later, responded to the Basic promotion bv 
increasing allowances by $3.75/thousand on their deep 
discount brand (also 10% deal). 

American Brands never followed the $2.50/thousand price 
increase; AMB has since matched the Basic/Monarch deals. 

Deep-discount dead nets are now $1.25/thousand below the mid- 
March levels, and could be pressured further if Brown lr 
Williamson became more aggressive in its efforts to turn 
around its major deep discount brand (GPC-approved), which is 
now losing share to both MO's and competition's discount 
brands. 


1. We are not convinced that Philip Morris' plan to reduce 

Marlboro retail prices by $.40/pack will result in increased 
share. While we agree that Philip Morris had to do something 
to stem Marlboro's share erosion, this pricing strategy, while 
flexible, may not allow the retail price gap between Marlboro 
and the deep discounts to narrow sufficiently: 

i. We expect Philip Morris' competitors to move to protect 
their own premium and discount share positions with 
aggressive promotions of their own. 

ii. We project an ever-widening base of convenience stores 
developing and promoting their own exclusive store brands 
as low-margin loss leaders to bring in traffic. 

iii. Increased couponing on Marlboro and other premium brands 
will likely lead to a reduction in mid-priced brand dead 
nets to the levels of the deep-discount brands, 
effectively causing the two segments to merge at the 
deep-discount price, with nowhere to go and in danger of 
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losing permanent shelf space, new disruption in deep-discount 
brand prices (including the possible emergence of a new lower' 
price tier) is possible. 

2. Collectively, we could see a ratcheting down of the entire 
industry pricing structure. This could put Marlboro back in 
the sane relative price position at which it started pre- 

"Marlboro Friday," but earning 30% (rather than 50%) margins. 

3. The inherent flexibility and finite nature of the Marlboro 
promotional program may allow Philip Morris to modify or back 
away from this high-risk strategy if the strategy falls or if 
competitive conditions change. We should get first 
indications as to how the program is working when May-June 
Nielsen volume and share data come out in mid-August. Given 
the market's interpretation that this "price cut" is somewhat 
permanent, a Philip Morris move to modify or scale back this 
$2 billion plan could lead us to become more bullish. 

4. We maintain that the price war could ultimately lead Marlboro 
to introduce a shorter (70 millimeter) Marlboro Express-type 
fighter brand that could be priced initially at $.50/pack less 
than regular Marlboro. 

i. This would allow Marlboro to split its brand franchise 
into two segments — those willing to pay full price and 
those who aren't. The Marlboro fighter brand net price 
could move up and down in tandem with deep discount dead 
nets. The premium brand Marlboro could continue to be 
sold at full price. 

ii. The key marketing challenge would be to position the mid- 
priced Marlboro not as a cheaper version of the full- 
priced brand, but rather, as offering some unique and 
positive benefit (e.g. a cigarette for people on the run, 
for those who want a quick smoke, etc.). 

iii. The negative aspect cf a Marlboro Express-type product is 
its inflexibility — once introduced, Philip Morris may 
not be able to withdraw the cheaper Marlboro product (as 
it can with couponed-product) if cannibalization (from 
premium Marlboro) got too high, or if competitive 
conditions improved. 

iv. If Marlboro moved first, we would expect many of Philip 
Morris' competitors to introduce fighter-brand versions 
of their best-selling premium brands. In the end, many 
of the discount brands would likely disappear. 

v. Philip Morris USA profitability with a Marlboro fighter- 
brand product would not likely reach pre-"Marlboro 
Friday" levels; this alternate strategy could, however, 
deliver higher profits than Marlboro's current retail 
buydown strategy. Assuming that 50% of current Marlboro 
users are price Insensitive, and the other 50% need a 
deal, the average "price cut" (assuming a $.50/pack 
discount on Marlboro Express) would be $.25/pack. This 
compares to the average $.40/pack announced by Marlboro 
on April 2. Longer-term profitability differences could 
be even greater, because full-price Marlboro would likely 
retain pricing flexibility going forward. 
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April 22, 1993 


TO: MIKE MILES 

FROM: CRAIG 

SUBJECT: Revised Q&A 

At the close of business, we had the following revisions from Messrs. 
Bring, Carney, Collamore, Knox, Rolli. 

Additions to the text are underlined. 



RECEIVED 

AM 23: 1993 

MICHAEL A. MILES 
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Candor/Deception 


How could you have sent out an Annual Report which paints such a 
favorable picture of the company’s future and then a few weeks latter tell us 
(hat the whole US tobacco business is in the tank? 

— Report went to press when consumer confidence 

was higher and trends more favorable, weeks before 

_ rn had sufficient information to make, the, decision 

_ and ammMe. it publicly. 


Now that you’ve been chairman for over a year, do you believe that tobacco 
executives tell the truth? Have they engaged in fraud in the past? 

There is an anti-tobacco lobby that would like you to believe 
otherwise, but we are extremely careful about our 
communications. We want it to be clear, concise and 
accurate. That’s the way it is now, and from everything 
I have seen, that is the way the company has been run 
well before I arrived. 


• Generic, Answer : First, as we pointed out on April 2, the factors leading us 
to conclude that the pricing actions we took were necessary became clear only 
after the Annual Report had gone to press. As consumer confidence was improving 
late last year and in early 1993, the situation looked as though we would be seeing 
improvement in the sale of our premium brands. 

The information we provide shareholders, the public, the media and anyone 
else is as clear and as candid as it can be at the time it is offered. We, in this 
country, are in an extremely challenging and dynamic period of time. Given the 
rate at which things change, we are all going to have clearer vision looking back 
than we will looking forward. However, we will make every effort to tell you, as 
shareholders, what we know, when we know it. 

To the broader point of whether we are candid, let me say without 
equivocation that mv colleagues in the tobacco industry are as forthcomins a 
gmm as any I bam in industry and elsewhere. The whole, industry, has, been 
subject for years to criticisms for alleged lock ofjmdOL when m ML not embrace 
our critics” point of view. But, our statement are not made untrue bv our cntksL 
failure to believe them norare they, made less true through repetition.. 
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Change in Leadership 


Given the performance of the company, shouldn’t you resign? 

- / believe in the course we are on and believe it is in the 

best interest of the company and the shareholders. 

I am committed to making all of our strategies work and 
I am committed to enhancing shareholder value over the 
longer term. I have no intention of stepping away from 
this challenge. 


Doesn’t this prove a food person can’t run a tobacco company? 

Actually, some of the challenges with regard to 
protecting our brand franchises are looking remarkably 
like challenges the food company has faced. 

I think we have a very strong foundation of management 
talent and experience running the operating units and 
the corporation. 


If you weren’t chairman, would you vote to retain the management of this 
company? 

Yes. 


Can you give me three good reasons we should vote to retain you? or, the 
current directors? 

Let me simply say that the kind of challenges we are facing today 
are in no way unique to our company. In our Board and in our 
management group I believe we have a very broad range of 
experience in the individual lines of business we are in as well as in 
assessing global strategies for growth which will serve the 
shareholders’interests very well in the future 
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Was the Board of Directors asleep at the switch? 




No. They are rgg«far/v informed of significant business developments 
within each of the operating units and they thoroug hly reviewed and 

agreed with 

the most recent pricing strategy announced earlier this month. 


• If this plan doesn’t work, will you resign? 

I will not resign. I am here to find solutions, not walk away 
from challenges. 

• Generic Answer : Decisions about who leads the company, compensation 
and rewards or penalties for performance rest with your Board of Directors. The 
outside directors are a very distinguished group of individuals with a broad range 
of business experience. The Board is a very active group that meets formally at 
least 11 times a year. There are several times more committee meetings and 
discussions about the issues your company must confront. 


I believe that the actions we have taken are in the best interest of the 
company and its future, or 1 would not have recommended them. I will continue to 
make judgments based on what I believe to be in the company’s and the 
shareholders’ best long term interests. 

Ultimately, your Board of Directors must decide whether the direction set by 
me and the management team is the proper one and whether those of us in the 
positions we hold today are the right ones for the job. 


I should note that the PM USA pricing strategy which we recently 
announced was thoroughly reviewed with and endorsed by the Board, as is any 
business decision of significance. 


Compensation/Perks 

• Given the performance, don’t you think you are grossly overpaid? 

Compensation for me and other senior officers is 
determined by the Board. They take into account the 
performance of the company when making their 
determinations. 

April 22,1993 - 6:41PM 
Page 3 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 


2023003613 



• Will you take a cut in compensation? 
(Same answer as above.) 


• Will you stop flying on the corporate jet? 

The aircraft support the efficient conduct of our business activity and I 
will continue to use them. 

• Generic Answer: Compensation issues are decided by the Board. The, 
report ofthe Compensation Committee which appears in this, years proxy. 
Statement explains fully the wav in which such decisions ore mode* Use ofthe 
company’s assets such as aircraft is determined on the basis of how best to conduct 
the company’s business. 


Making the Pricing Strategy Decision 

• Whose decision was it to take this drastic action? Did you endorse it? Did 
the Board understand it? Did anyone consider the consequences? 

— PMUSA recommended the strategy. It was thoroughly 
reviewed and discussed with the corporate management. 

And, it was reviewed anJ griffonsd. hx the Board. The price 

_ gap issue has been discussed at great length 

over the past several months, so the topic and the 
nature of the problem was not new. Having seen the 
trends since the first ofthe year, we all believed that 
the action recommended was correct. We continue 
_ to believe that tiffs, mi a sood decision. 
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• Wasn’t it idiotic to announce a price cut of Marlboro while the Clinton 
Administration is considering an excise tax increase? 

The Clinton Administration schedule seems to be slipping 
and we believe that the price gap issue is one that must be 
addressed independent of any policy or tax changes 
coming from Washington. In any event, a final decision 
on excise tax increases are many months away at best. 


• Who got the company into this mess? Is Hamish Maxwell to blame? 

No single person is. t£L blame....certainly not Hamish Maxwell 

The price gap issue in tobacco may be a relatively new 
phenomenon for this industry, but it has been something that 
many consumer packaged goods companies have had to 
deal with for many years. Much of the problem really results 
from notional economic trends and more price conscious consumers. 

• Generic Answer : The strategy to regain market share for anyone of our 
products must be developed within the operating company running the business. 
There was no exception in this case. There was involvement throughout the 
process by corporate management to understand the options, the recommendation 
and the expected outcomes. In the end, the management of both PMUSA and PM 
Companies took the recommendation to the Board. The Board had been briefed 
over the past several months on the volatile priceing environment in the, industry 
and tte strategies that might have to be taken under various scenarios* The issue, 
therefore, was very familiar to them and the logic of the recommendations from 
PMUSA was clear. The Board concurred with the t^cpmmendstiptis of 
management believing them to be in the long term best interest of the company and 
the shareholders. 
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Announcing the decision 


Why did the financial analysts learn about this first? Was this to help the big 
institutions get out first before ordinary loyal shareholders know what was 
happening? 


• Generic Answer : We determined that the decision should be announced as 
soon as it was made. - It was our belief that the best way to make known our new 
pricing strategy was to inform the analyst community and the media 
simultaneously. The company’s officers participated in face-to-face b riefings and 
question and answer sessions with investment analysts, fund managers and brokers 
as well as the financial press. We sought to insure that accurate information went 
to as many people as possible.as fast as possible and trjgd to. insure- that iL WM 
transmitted before tM markets opened. 

Let me stress that our announcement on April 2 was made before the market 
opened It was made to the analysts and immediately thereafter to the financial 
media so that everyone would learn of our decision as soon as possible. 


What’s Ahead 

• Is this the beginning of a nightmare? What about our other brands? 

To be honest about it, today’s consumer is looking for 
value like never before and, while I wouldn’t call it a 
nightmare, I will tell you that all consumer products 
companies are going to be challenged like never before. 

• If you think Marlboro can’t maintain its market share without a 40 cent price 
chop, what do you think will happen when Clinton raises the price $1 to $2 a 
pack? 


First, such a tax increase is exactly what the economy does not 
need It would be regressive and it would cost jobs. Not just 
in our industry, but in convenience stores and others who market 
cigarettes. 
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The tax increase ;would, of course, raise the price of all cigarettes. 
The consumer would find the price gap less significant, which 
might help our premium brands in some ways. 

Most troubling 

would be the growth of contraband, a phenomenon people are 
just beginning to understand in Canada. This problem brings 
with it organized crime and other law enforcement related 
issues. 


Last week you announced someone was going to take over worldwide 
tobacco. Will he get rid of the PM USA management? 

Geoff Bible is coming to build on the global nature of 
our tobacco business. He and I both have confidence 
in the management of PM USA. 


Given all the problems facing the tobacco business, have you considered 
getting out of the business? 

It is hardly something we would walk away from. In many 
respects the strength of the worldwide tobacco business 
is not fully appreciated. The cash flow generation from 
our tobacco business has tremendous value and we hope 
going forward it will be better understood. 


Have you thought about splitting up the company? 

Every year we engage in an exercise that examines the 
strengths and weaknesses of the company. If there is ever 
logic to such a dramatic move, we would recommend it 
to the Board for their consideration. We have not 
done that. 
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• Have you thought of splitting the stock into tobacco and food issues? 

Again, not something management has recommended. 

We are watching the RJR approach but have not seen anything 
yet to suggest it would enhance our shareholders’ value. 

• Generic answer : What you are asking is u what is ahead?” All I can tell 
you is that we are very dedicated to the task of implementing our new pricing 
strategy and regaining our share of the premium tobacco business. I believe that 
we have the talent and the strategy to be successful; however, the market place is 
full of uncertainties and we will constantly look for ways to improve our plan as 
well as looking at options to enhance shareholder value. At this time I cannot 
comment on an option that we do not have under consideration. 


Miss, 


Andy Rooney said on 60 Minutes that he can't see how tobacco company 
executives can live with themselves.how do you respond to that? 


• Generic. Answer : The kind of commentary that many in the, media offer, is. 
offensive. We market our tobacco products to adults who choose to purchase them. 
We conduct ourselves in a professional and absolutely ethical manner. Iam proud 
to be Chairman of this company and proud to work with the fine people who work 
at Philip Morris. 


Issue Specific Questions - (Answers to be developed from final script) 

• How much will the dividend increase this year? .if you can’t say it will 

increase, can you rule out a decrease? 

• How many shares of stock is the company planning to buy back this year? 
Do you still have confidence in the stock? 
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PHILIP MORRIS COMPANIES INC. 


INTER-OFFICE CORRESPONDENCE 

120 PARK AVENUE, NEW YORK, N.Y. 10017 


To: 

From: 

Subject: 


Privileged and ConfidBntial 
Michael A. Miles 


Murray H. Bring 


Date: April 22, 1993 


I seriously doubt that anyone would ask about "Death" cigarettes, but it is 
possible that one of the antis could. In that event, I would suggest an answer along 
the following lines: 

"All I know about this product is what I read in a recent article in one of 
the New York newspapers. It strikes me that this is simply a marketing 
gimmick, which has even been criticized by a number of health 
organizations. 

"We believe that all smokers should be aware of the risk factors involved in 
smoking, and that, in fact, they are, in large part because of the Surgeon 
General's warnings which are placed on every package of cigarettes which we 
and other responsible cigarette manufacturers sell." 


received 

APR 23 1993 


MICHAEL A. MILES 
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Anti-tobacco forces seize upper hand 













































































fanners: the rest would indude 
wholesalers and retailers. 

Danny McKinney, chief execu¬ 
tive officer of the Lexington hurley 
co-op, said that he doubts the final 
tax will be excessive. 

"I believe we can beat it back 
from $2 to $1, without question, and 
I think we have a chance to beat it 
back to the 40- or 50-cent range,* he 
said. 

Andrews aide Jeff Patterson dis¬ 
agrees. “When the president is ask¬ 
ing for $2 a pack, 1 think that 
shows there's a lot of support far 
this." 

Indeed, a recent Tane/CNN poll 
found that 63 percent of Americans 
favor a $1 tax an a pack of 
cigarettes. 

Northup's plan, meanwhile, 
would put a basic 3-cent tax on all 
tobacco products sold in Kentucky; 
there now is a 3-cent-a-pack tax on 
cigarettes but no tax on chewing 
tobacco cigars or pipe tobacco. 

Northup would levy a higher 
tax on cigarettes using 10 percent 
or more imported t o ba cco . 

Name-brand cigarettes uae 


about 10 percent imports, she said, 
and cheaper brands uk as much as 
SO percent. 

The plan, similar to one 
Northup pushed last winter, could 
produce revenue of $60 million the 
first year, with at least some of the 
money going to develop new food 
industries in Kentucky. 

fiut the search far economically 
viable alternative crops has been 
futile, said Lany D. Janet an agri- 
cultural economist at the University 
of Kentucky. 

The truth is there are none," he 
said. 

Ranidn, the Jessamine County 
fanner, said he grosses $225 an acre 
from com but grosses about $5j000 
an acre from hurley. 

Kentucky's moderate dimate 
and rolling farmland make it espe¬ 
cially suitable far tobacco rather 
than row crops such is com. 

Faith In Kentucky hurley 

Imports are an equal threat to 
the state's tobacco culture; Baesler 
said. If imports are not restricted, 
“the rest of this is academic.* 

fat 1992, tobacco companies im¬ 
ported 46L9 million potmds of to¬ 
bacco, up from 2S7.7 million pounds 
fat 1991 

Kentucky fanners want the gov¬ 
ernment to guarantee s market far 
their buriey, not make them switch 
to unprofitable new crops, Baesler 


DAILY NEWS, Wednesday, April 21, 1993 


'Death’ manufactured in CaGf. 

Joe Camel is getting a run for his money - from a skull 
and crossbones. Death Cigarettes, sold in a black package 
featuring that insignia, were introduced Friday in .New 
York in the standard size of 20 Class A smokes. 

Talk about truth in advertising. 

And some are coughing up the $2.25 to try them. “They 
taste just like Carltons/’ one smoker said. 

Just a gag? No, says Charles Southwood; 55, the founder 
of Death Tobacco in Venice, Calif. 'The idea is not to 
smoke It very truthfully states what it is and w hat it does to 
you.” 

Like normal cigarets, they come with a surgeon general’s 
warning. Unlike normal cigarets. they come with a manp 
facturer’s warning: “If you don’t smoke, don’t start If 
smoke, quit” 

Allegedly “fighting fire with 
fire,” Southwood says, he hopes 
“we’re helping to diminish 
smoking in the U.S.” 

“We have a niche of young 
people 18 to 30 years old. I think 
they see the truth in it,” he says. 

But the American Cancer So¬ 
ciety is filming. “We’ve always 
known the tobaceo industry is 
selling death,” says spokesman 
William Caban, senior attending 
surgeon at Memorial Sloan-Ket- 
tering Cancer Center “This man 

is justtrying tb makg more mon- DEATH on your grocer s 
ey on it” John Webb Shelf. MTCAMMMl DAILY NEWS 


ili^r 


aid. 

Philip Morris' dednon to reduce 
the price of Marlboro cigarettes 
could give that and other tobacco 

mnnpqntff (O UK f tf M 

more imported tobacco to are 
money, Northup aid. 

Philip Mania s p o k e s man jay 
fade said that would not happen 
By dropping the price, be said, the 
company expects to sell more dga- 
rent*, ana mat wai mean greater 
demand far do meat i c buriey. 

The company, which ha a 
plant in LoufaviUe that makes Mari- 
bora, buys more Kentucky buriey 
than any other firm. 

Kentucky’s tobacco culture, it 
dearly endangered, but many are 
convinced it will survive. 

In all of the cultures where 
tobacoo ha been introduced, people 
have tried to ban it, but winking 
ha continued," said John Diana, 
director of UK's Tobacco and 
Health Research Institute. 

“My guess is you couldn't abol¬ 
ish it.* he said. If you make it 
illegal, you'll have a lucrative black 
market come up; and no one wants 
that" 

McKinney thinks buriey wiD 
remain a vital crop in his lifetime. 
What happens 50 yarns from now is 
lea certain, he said. 

His advice to farmers: “Dent 
send all your children to coilege jg 
learn howtoraiKtoblcbb^' l ^ 


Tohacco troubles 


Last year, US tobacco com¬ 
panies imported 4619 million 
pounds of tobacco; mom of it 
from Braasl, Guatemala and Ma¬ 
lawi up from 257.7 million in 
199L 

The industry troubles have 
continued in 1993: 

^ • JaaJ T ; EPA repo rtsjhat 

• Feb. 2& President Clin¬ 
ton considers an cxok tax of $2 
a pack to help pay far health¬ 
care reforms. 

• March 2: US Rep. Mi- 
chad Andrews, D-Texas, files a 
bBl that would rafae the federal 
excise tax on a pack of ciga¬ 
rettes from 24 cents to $L 

• April 1: The national 
Centers far DiscaK Control and 
Prevention report an end to the 
25-year decline in smoking: 2S7 
percent of Americans anoked in 
1991, statirtkally unchanged 
from 2S5 percent in 1999. 

The report says mere blacks 
and women began smoking. The 
CDC joins the call far higher 
cigarette taxes. 

• April 2: Philip Morris 
USA announces it will reduoe 
the price of Mar&cro cigarettes 
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WORLD 

WATCH 


Cigarette ends 

CHINA has banned cigarette 
advertising and the use of 
leaders* names to promote 
products.—AFP 




«t v^\ ' a i 

nr 


COUPA***) 


Source: https://www.industrydocuments.ucsf.edu/docs/znkm0000 


T29CO0C202 











How are you taking advantage of low interest rates? 


By making sure our financial position remains strong, and, 

That we continue to have a high credit rating to assure low market 
interest rates and full access to credit markets. Moody's and Standard 
and Poor have confirmed our/4 *2A/A rating for bonds and a top 
rating for commercial paper, A-l, P-1. 

That we have in place commercial paper back-up facilities up to $15 
billion. Presently, our commercial paper borrowing level is about $4.5 
billion at interest rates averaging 3.1%. 

That we will continue to aggressively prepay higher fixed debt at high 
interest rates to refinance with lower rates. 
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FROM KWM: 

1. Question: 

Is our $2B IFO hit estimate a "high ball"? i.e., will we likely do 
much/some better than that over the rest of the year? 

Answer: 

The $2 billion IFO hit will almost certainly happen. The only 
way this would be reduced would be if we postpone or cancel the 
planned July 1st price roll back. 

2. Question: 

Need projected results for PM USA for rest of year, by month, so 
can see whether "on track". (Have asked WIC for this. Please 
follow up.) 

Answer: 

Bill Campbell is working on this question. He has promised me 
that he will let us have something early next week. 

3. Question: 

What % will shipments be down for year if see de-load as 
expected? 

Answer: 

Shipments will be down in 1993 by 2.6% compared to 1992. 

This assumes that the year-end load will be reduced to 7 billion 
units. 

4. Question: 

Do we know of anv research on the effect of pricing on young 
smokers? 

Answer: 

As you know, we do not conduct any research on people who are 
not of legal age. There have been several studies that purport to 
show teenagers are more price sensitive than adults. However, 
questions have been raised concerning the methodology used in 
these studies since they involve subjects who are minors 
engaging in an illegal activity — purchasing cigarettes. 

5. Question: 

Are we sure our PMI promotions comply with our voluntary 
marketing code? 


Answer: 

I think we can say, with confidence, that PMI is complying with 
the voluntary marketing code. Geoff has gone to great lengths to 
make sure that this is happening. I guess we can’t be 100% 
certain that some overzealous marketing manager won't break 
the rules somewhere but I feel comfortable that we are doing 
everything possible to make sure that PMI complies with the 
voluntary code. 

4/23/93 
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PHILIP MORRIS 

COMPANIES INC. 

120 PARK AVENUE, NEW YORK, N.Y, 10007 




Murray H. Briko 

SENIOR VICE PNMIOCNT AND 
oeneaal counsel 


March 12,1992 


\1 


■ -'L^' 


Ms. Joan Eddie 


REDACTED 

Dear Ms. Eddie: 

Thank you for your letter of February 25, addressed to our 
Chairman, regarding personal 1 use of the corporate aircraft by company 
personnel. 

As is the case with numerous large corporations, Philip Morris 
has a policy directing that our most senior corporate officers — the 
Chairman and the President — use corporate aircraft whenever 
possible, for both business and personal travel. This policy was 
established some years ago by our Board of Directors, and is designed 
to ensure the personal security of the individuals covered by it. 

Both the policy itself, and the actual use of our aircraft as 
directed by the policy, are reviewed periodically by the Board to ensure 
appropriateness and compliance. Expenses related to personal use of 
aircraft are charged to users in full compliance with applicable Internal 
Revenue Service regulations. 

In summary, I can assure you that use of our corporate aircraft 
is carefully monitored, and that there is no waste of corporate profits 
involved. 


Thank you for your interest in this matter. 

Sincerely yours. 




Murray H. Bring 


bcc: Mr. M. A. Miles 


© 

■Re¬ 
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DRAFT - Murray Bring to send out 
Dear Ms. Eddie: 

Thank you for your letter of February 25th, addressed to our 
Chairman, regarding personal use of corporate aircraft by company 
personnel. 

As in the case with numerous large corporations, Philip Morris has a 
policy directing that our most senior corporate officers - the 
Chairman and the President - use corporate aircraft whenever 
possible, for both business and personal travel. This policy was Y 
established some years ago by our Board of Directors, and is to 
ensure the personal security of the individuals covered by it. 

Both the policy itself, and the actual use of our aircraft as directed by 
the policy, are reviewed periodically by the Board to ensure 
appropriateness and compliance. Expenses related to personal use of 
aircraft are charged to users in full compliance with applicable 
Internal Revenue Service regulations. 

In summary, I can assure you that use of our corporate aircraft is 
carefully monitored, and that there is no waste of corporate profits 
involved. 

Thank you for your interest in this matter. 
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FEBRUARY 25, 1332 


DEAR CHAIRMEN OF THE BOARD 


\ MICHAEL A. MILES 

\ -A**"' 



I HAS AT THE VENICE, FLORIDA AIRPORT SUNDAY AND SAW A LARGE JET PARKED THERE 


I KNOW I ONLY HAVE 300 SHARES OF YOUR COMPANY STOCK, BUT I WAS WONDERING WHAT 
BENEFICIAL REASONING A LARGE PRIVATE JET HAS, IS IT FOR THE EXECUTIVE TO 
TRAVEL■ Of PLEASURE? I KNOW IT MIGHT NOT BE MY BUSINESS, BUT I THOUGHT PHILIP 
MORRIS WAS A CONSERVATIVE COMPANY, AND I AH VERY PROUD OF OWING STOCK IN THE 
COMPANY , IT FACT I HAVE TOLD A LOT OF MY FRIENDS TO INVEST INTO PHILIP MORRIS 
STOCK AND SOME HAVE, THAT IS MY CONCERN, I WOULD'NOT WANT TO SEE IT WASTING 
PROFITS ON A PERSONAL JET OF THAT SIZE FOR PERSONAL USE. \ 


IF FACT AS THE COMPANY ALL TOGETHER I THINK IT IS GREAT I AH VERY PROUD TO 
BE A PART OF IT. 


THANKING YOU IN ADVANCE FOR YOUR REPLY TO THIS MATTER. 




'"i 
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PHILIP MORRIS COMPANIES INC. 


INTER-OFFICE CORRESPONDENCE 

120 PARK AVENUE, NEW YORK, NX 10017 


To: Michael A. Miles Date: April 23, 1993 

From: Murray H. Bring 

Subject: MOLSON LAWSUIT 


The lawsuit by Pabst challenging our acquisition of Molson is referred to in 
the Q&A Book on Page 8 of the Litigation Section, Question 11. In the event that the 
plaintiff's lawyer, Joe Allioto, Jr., should appear at the annual meeting and ask a 
question, I would suggest the following reply: 

Q. "Why didn't you and Mr. Murray appear for your depositions which I had 
noticed for Monday, April 26, in this important antitrust suit?" 

A. "I was unavailable for a deposition at any time this week. Moreover, our 

counsel has advised you that depositions at this time are inappropriate, since 
they are filing with the court a motion to dismiss the case on grounds that 
your client does not have legal standing to challenge this transaction. I am 
sorry that you made a trip to New York for the purpose of taking my 
deposition, but you were advised that a deposition could not be scheduled on 
such a short notice, and was wholly inappropriate in any event for the reasons 
I have stated." 


cc: D. T. Bartlett 


RECEIVED 

m 28 1993 

MICHAEL A. MILES 
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PHILIP MORRIS COMPANIES INC. INTER-OFFICE CORRESPONDENCE 

120 PARK AVENUE, NEW YORK 10017 


DATE: April 13,1993 

RECEIVED 

APR 13 1991 



TO: Michael A. Miles 

FROM: Dede Thompson Bartlett 

SUBJECT: Activist Attendees at t he Annual Meeting 


MICHAEL A MILES 

The following is a list of people who we believe will attend the Annual Meeting and 
who will either introduce proposals or comment on items under discussion. In 
addition, I am including a second list, compiled by our security people in Richmond, 
of three former employees and an anti-smoking activist who are capable of peculiar 
behavior and who might attend the meeting. 


1. Ann Thompson - who will attend on behalf of the Teamsters Medicare Trust, 
and who will introduce the Teamsters’ proposal to redeem the Poison Pill. 
Ms. Thompson may also bring Bill Patterson of the Teamsters organization. 

2. Dr. Gregory Connolly - who will introduce his proposal on the advertising 
coda. 


3, Dr. Alan Blum - a member of DOC (Doctors Ought to Care) who attended 
our meeting last year and who makes somewhat illogical remarks. 

4. Father Michael Crosby - who will introduce his proposal on Global Health 
Warnings. 


5. David Bresnick - who will accompany Greg Connolly and who provided a 
dramatic note at the RJR Meeting with his raspy voice and with his plea that 
smoking caused his lung cancer. 



6. ^Possibly one other guest of Michael Crosby. This could be Ann Morrow 
Donley, an active “anti," who heads the Richmond brand of GASP and who 
always attends our meeting. 

7. Mary Shait - an unhappy stockholder who called and said she might attend 
the meeting to express her “horror” at what had happened to the stock. 

8. Michael Dunn - a shareholder from Vermont who is unhappy that we db not 
hold our annual meeting in a room large enough to contain all shareholders 
under one roof. There is back-up material on this in your Q & A Book should 
he raise this issue. 



George Sharkey - a shareholder who is not pleased with the stock purchase 
provisions of our Automatic Dividend Reinvestment and Voluntary Cash 
Plan. As this is a small technical question, I would suggest that if he raises 
it, you ask him to see me after the meeting. 
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10. Frank Jett - a shareholder who was unhappy over his seat at last year's 
annual meeting. He has called to say that he is attending this year's 
meeting, and we have reserved a seat for him in the auditorium. 

11. Jeffrey Pinsky - a shareholder from Virginia who is upset with our managed 
health care plan and whose dbctor wife was denied entry into the Cigna 
Network. There is back-up material on this in your Q & A Book, should he 
raise the issue. 

The following is a list submitted by the Security Department. Richmond security 
knows these people, and will be on the look-out for them. 

Nancy Andrews - an anti-tobacco activist associated with Smoke Free U.S.A. 

Daniel L. Goodrum - a former Maxwell House Salesman. 

Alice M. Lewis - a former PM USA Accounting Clerk. 

Walter F. Thurston - a former PM USA Security Officer. 

Both lists will be updated if and when we gather more information. 


pT 

tf^C 2 - 

4. 


DTB/lv 

cc: Murray H. Bring 

Alfonso L. Carney, Jr. 
Craig L. Fuller 
Marc S. Goldberg 
John Hogan 
Diane M. McAdams 
R. William Murray 
Hans G. Storr 
Sarilee Tobiaz 
John J. Tucker 
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PHILIP MORRIS COMPANIES INC. _ INTER-OFFICE CORRESPONDENCE 

120 PARK AVENUE, NEW YORK 10017 


TO: 

FROM: 

SUBJECT: 


Michael A. Miles DATE: 

Dede Thompson Bartlett 

Activist At tendees at the Annual Meeting - Part II 


April 26,1993 

RECEIVED 

APR 26 1993 


The following are answers to your questions on the attached memo 
regarding activist attendees at the Annual Meeting: 


MICHAEL A. MILES 


t. The only additional person we have learned who will attend the 
meeting i s Ann Northropp. a member of the Interfaith Center on 
Corporate Responsibility, who will attend with Greg Connolly and will 
second Father Crosby's resolution on Global Warning. 

2. (^ftorna R harkev i s a shareholder who is not pleased with the stock 
purchase provisions of our Automatic Dividend Reinvestment and 
Voluntary Cash Plan. If he comes, he might ask, “Why can’t I direct 
when my voluntary cash payments are used to purchase Philip Morris 
stock in the Automatic Dividend Reinvestment Plan?" The answer is: 

• According to the terms and conditions of the Plan, neither Philip 
Morris nor any stockholder have the authority to direct the time or 
the price at which shares may be purchased. 

• These provisions are spelled out in the Plan, and Mr. Sharkey has 
been so informed on three separate occasions. 

3. The following is information on four people who Richmond Security 
believes are capable of engaging in some activity that could be 
disruptive, violent or embarrassing to the Company: 

a) Nancv Andrews, a n anti-tobacco activist associated with Smoke 
Free U.S.A., allegedly made calls to Virginia Slims Tennis players 
with her anti-tobacco message; it is believed she tried to disrupt a 
tournament by calling in a bogus bomb threat; she gained access 
to the Headquarters building in New York in November, 
presumably to take part in the National Smoke Out Day on 
November 19,1992, and it is thought she put an anti-tobacco 
sticker on the elevator wall. She was escorted from the building 
lobby. 

b) Daniel Goodrum. a former Maxwell House Salesman, who has 
made numerous phone calls to his former managers and various 
executives in Boston, White Plains, Rye Brook and New York. He 
has been prosecuted for harassment in Massachusetts and New 
York and has received psychiatric care. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 


0C9C00C20Z 






April 26, 1993 
Page 2 


c) Alice Lewis, a former PM USA accounting clerk in Richmond, was 
terminated in January 1992 for poor work performance. She is 
required to take medication for mental problems. When she fails 
to take her medication, she becomes irrational and creates a 
disturbance. Her most recent visit to the Finance Center was last 
February. The Richmond Police have been called several times 
to escort her from the property. 

d) Walter Thurston, a former PM USA security officer, was terminated 
in April 1987 for sleeping on the job. Since his termination, he has 
written numerous letters and made telephone calls to Philip Morris 
headquarters. In December 1988, he was found guilty for making 
a bomb threat against Philip Morris. Mr. Thurston is an alcoholic 
and is violent when drinking. In February 1993, he mentioned that 
he might come to this year’s Annual Meeting. 

As I noted in my earlier memo, PM USA know these four people well and are 
on the look-out for them. 


DTB/lv 

Attachment 


cc: Murray H. Bring 

John Hogan 
R. William Murray 
Hans G. Stoir 
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PHILIP MORRIS 

COMPANIES INC. 


MICHAEL A. MILES 120 PARK AVENUE 

CHAIRMAN AND CHIEF EXECUTIVE OFFICER NEW YORK, NY 10017 


March 11,1993 


DEAR STOCKHOLDER: 

You are cordially invited to attend the 1993 Annual Meeting of Stockholders of Philip Morris Companies 
Inc. The meeting will be held at 9:30 a.m. on Thursday, April 29,1993, at the Philip Morris Manufacturing 
Center, 3601 Commerce Road, Richmond, Virginia. 

At the meeting, we will elect nineteen directors and act upon the selection of auditors. If presented, we 
will also vote on three stockholder proposals. As is customary, there will be a report on the Company's 
business, and stockholders will have an opportunity to inquire about the affairs of the Company that 
may be of general interest. 

We anticipate that a large number of stockholders will wish to attend the meeting. As seating is limited, 
we suggest that you arrive as close as possible to 8:45 a.m., when the auditorium will be opened. If the 
auditorium is filled, there will be additional seating outside the auditorium from which the proceedings 
may be viewed. If you will need special assistance at the meeting because of a disability, please write 
the Corporate Secretary at 120 Park Avenue, New York, NY 10017. If you plan to attend the meeting 
and your shares are held in the name of a broker or other nominee, please bring with you a proxy or 
letter from the broker or nominee to confirm your ownership of shares. 

The vote of each stockholder is important. I urge you to sign, date and return the enclosed proxy card 
as promptly as possible. In this way, you can be sure your shares will be voted at the meeting; and you 
will spare us the expense of a follow-up mailing. 


Sincerely, 



For further information about the Annual Meeting, 
please call 1-800-367-5415 
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PHILIP MORRIS COMPANIES INC. 
120 Park Avenue 
New York, New York 10017 


NOTICE OF ANNUAL MEETING OF STOCKHOLDERS 
To be held Thursday, April 20,1993 


To the Stockholders of 

PHILIP MORRIS COMPANIES INC. 

The annual meeting of stockholders of Philip Morris Companies Inc. will be held'on Thursday, April 29, 
1993,. at the Philip Morris Manufacturing Center, 3601 Commerce Road, Richmond. Virginia, at 9:30 
a.m. to: 

(1) Elect nineteen directors; 

(2) Act upon the selection of. auditors for the fiscal year ending December 31,1993; 

(3) Act upon three stockholder proposals if presented by their proponents; and ; 

(4) Transact such other business as may properly come before the meeting. 

Only holders of. record of Common Stock, $1 par value, at the close of business on March 11,1993, 
will be entitled to vote at the meeting. 


Dede Thompson Bartlett 
Vice President and Secretary 


March 11,1993 
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PROXY STATEMENT 


Solicitation of Proxies 

This proxy statement is furnished by the Board of Directors (the “Board”) of Philip Morris Companies 
Inc., 120 Park Avenue,, New York, N.Y. 10017, in connection with its solicitation of proxies for use at 
the annual meeting of stockholders to be held on Thursday, April 29,1993, at 9:30 am, at the Philip 
Morris Manufacturing Center, 3601 Commerce Road, Richmond, Virginia, and at any and all adjourn¬ 
ments thereof. Mailing of the proxy statement will commence on or about March 11,1993. Holders of 
record of Common Stock, $1 par value (the "Common Stock"), at the close of business on March 11„ 
1993 will be entitled to one vote for each share held on all matters to come before the meeting. On 
March 3,1993, there were outstanding 877,562,352 shares of Common Stock. 


A proxy on the enclosed form may be revoked at any time before it has been exercised. Unless the 
proxy is revoked or there is a direction to abstain on one or more proposals, it will be voted on each 
proposal and, if a choice is made with respect to any matter to be acted upon, in accordance with such 
choice. If no choice is specified, the proxy will be voted as recommended by the Board: The proxy will 
also serve to instruct the administrator of the Company's dividend reinvestment and voluntary cash 
payment plan and the trustee of any defined contribution plan sponsored by the Company how to vote 
the plan shares of a participating stockholder or employee. 


Voting at the Meeting 

A majority of the votes entitled to be cast on matters to be considered at the meeting constitutes a 
quorum. If a share is represented for any purpose at the meeting, it is deemed to be present for ail 
other matters. Abstentions and shares held of record by a broker or its nominee (“Broker Shares”) that 
are voted on any matter are included in determining the number of votes present Broker Shares that 
are not voted on any matter will not be included in determining whether a quorum, is present 


The election of each nominee for director requires a plurality of the votes cast In order to be approved, 
the votes cast for the selection of auditors and for each stockholder proposal must exceed the votes 
cast against In all cases, shares with respect to which authority is withheld, abstentions and Broker 
Shares that are not voted will not be included in determining the number of votes cast 


Stockholders' proxies are received by the Company’s independent proxy processing agent and the 
vote is certified by independent inspectors of election: Proxies and ballots that identify the vote of 
individual stockholders will be kept confidential, except as necessary to meet legal requirements, in. 
cases where stockholders write comments on their proxy cards or in a contested proxy solicitation. 
During the proxy solicitation period, the Company will receive vote tallies from time to time from the 
inspectors, but such tallies will provide aggregate figures rather than names of stockholders. The 
independent inspectors will notify the Company if a stockholder has failed 1 to vote so that he or she 
may be reminded and requested to do so. 


As used herein, the term "Company” or "Philip Morris” includes Philip Morris Companies Inc. from 
July 1, 1985 and Philip Moms Incorporated prior to July 1, 1985 and, where appropriate, their 
subsidiaries. 
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ELECTION OF DIRECTORS 


General Information 

The Board has the responsibility for establishing broad corporate policies and for the overall perfor¬ 
mance of the Company although it is not involvedin day-to-d&y operations. Members of the Board are 
kept informed of the Company’s businesses by various reports and documents sent to them each 
month as well as by operating and financial reports made at Board and committee meetings by the 
Chairman of the Board and other officers. In addition, the Board has an annual two or three day meeting 
to review the Company’s Five-Year Plan. 

Regular meetings of the Board are held each month, except July. The organizational meeting follows 
immediately after the annual meeting of stockholders. The Board held eleven regular monthly meetings 
inl992. 


Committees of the Board 

Various committees have been established by the Board to assist it in the discharge of its responsibili¬ 
ties. Certain of these committees are described: below. The biographical information on the nominees 
for director, which, begins on page 3 of this proxy statement, includes committee memberships currently 
held by each nominee. 

The Audit Committee meets with management, the Company’s independent accountants and its 
interna! auditors to consider the adequacy of the Company’s internal controls and other financial 
reporting matters. The Audit Committee recommends to the Board the engagement of the Company’s 
independent accountants, discusses with the independent accountants their audit procedures, including 
the proposed scope of the audit; the audit results and the accompanying management letters and, in 
connection with determining their independence, reviews the services performed by the independent 
accountants. This committee, which also monitors compliance with the Company’s Business Conduct 
Policy, consists of six non-employee directors and met four times in 1992. 

The Committee on Public Affairs and Social Responsibility reviews and monitors the Company’s 
policies, practices and programs with respect to public issues of importance to stockholders, the 
Company and the general public to the extent those matters are not the responsibility of other commit¬ 
tees of the Board. This committee met three times in 1992. Twelve directors have been designated 
members of this committee. 

The Compensation Committee, consisting of five non-employee directors, held five meeting* in 1i992. 
This committee determines cash remuneration arrangements for the highest paid executives and ad¬ 
ministers the Company’s stock option and incentive compensation plans. The report of the Compensa¬ 
tion Committee on Executive Compensation appears on pages 9 to 11 of this proxy statement 

The Corporate Employee Plans Investment Committee, consisting of six directors, held six meetings 
in 1992. This committee oversees the investment of certain employee benefit plan assets. 

The Executive Committee has authority to act for the Board- on most matters during intervals between 
Board meetings. Eight directors have been designated members of this committee. 

The Finance Committee consists of nine directors and met four times in.1992. It monitors the financial 
condition of the Company and advises the Board with respect to financing needs and dividend policy. 

The Nominating Committee consists of seven non-employee directors and met three times in 1992. 
This committee reviews the qualifications of candidates suggested by Board members, management, 
stockholders and other sources, considers the performance of- incumbent directors in determining 
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whether to nominate them for reelection' and recommends to the Board a slate of nominees for election 
as directors. 


The Nominees 

It is proposed that nineteen directors be elected to hold office until the next annual meeting of stock¬ 
holders and until their successors have been elected. The Nominating Committee has recommended 
to the Board the persons named below as management's nominees, and, unless otherwise marked, a 
proxy will be voted for such persons. Each of the nominees currently serves as a director and was 
elected by the stockholders at the 1992 annual meeting, except for John D. Nichols, who was elected 
by the Board on October 28, 1992. All nominees attended at least- 75% of the aggregate number of 
meetings of the Board and all committees of the Board on which they served during 1992, except 
Rupert Murdoch. 

Although management does not anticipate that any of the persons named below will be unable or 
unwilling to stand for election, a proxy* in the event of such an occurrence, may be voted for a substitute 
designated by the Board. However, in lieu of designating a substitute, the Board may amend the By- 
Laws to reduce the number of directors. - * 



Elizabeth E. Bailey 

John C. Hower Professor 
of Public Policy & 
Management, The 
Wharton School of the 
University of Pennsylvania, 
Philadelphia, PA 

Director since 1989 



Dr. Bailey assumedher present position on July 1, 1991, having 
served from July 1990 to June 1991 as a professor of industrial 
administration at Carnegie-Mellon University and as a. visiting 
scholar at the Yalb School of Organization and Management 
From 1983 to 1990; she was dean of the Graduate School of 
Industrial Administration of Carnegie-Mellon University. Dr. Bailey 
serves as a director of the College Retirement Equities Fund, 
CSX Corporation, Honeywell* Inc. and National. Westminster 
Bancorp Inc. and as a trustee of the Brookings Institution, She is 
a member of the Audit and Public Affairs and Social Responsibil¬ 
ity Committees. 



Murray H. Bring 

Senior Vice President and 
General Counsel 

Director since 1988 



First employed by the Company in, 1988, Mr. Bring had beema 
partner in Arnold & Porter, Washington, DC, from 1967 to 1988. 
He became Associate General 1 Counsel of the Company on Jan¬ 
uary 1,1988 and assumed his present position on July 1, 1988. 
He is a director of the Whitney Museum of American Art, the New 
York University Law Center Foundation, The New York City 
Opera and The Legal Aid Society. Mr. Bring is an ex-officio mem¬ 
ber of the Committee on Public Affairs and Social Responsibility, 



Harold Brown 

Counselor,. Center for 
Strategic and International 
Studies,. Washington, DC; 
Partner, Warburg Pincus & 
Co., NOw York, NY, 
venture capital 



Dr. Brown assumed his present position at the Center for Strate¬ 
gic and International Studies on July 1,1992. Prior thereto and 
from 1984, he wa3 chairman of the Foreign Policy institute of the 
School of Advanced International Studies; The Johns Hopkins 
University. Dr. Brown has been a partner of Warburg Pincus & 
Co. since 1990, Dr. Brown is a director of AMAX Inc., CSS lnc„ 
Cummins Engine Co. Inc., International Business Machines Cor¬ 
poration and Mattel, Inc* Dr. Brown serves orvthe Compensation, 
Corporate Employee Plans Investment, Finance, Nominating and 
Public Affairs ana Social Responsibility Committees;. 
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J A. Cordido-Freytes 

Member of Betancourt; 
Cordido and Associates, 
Caracas, Venezuela, 
attorneys 

Director since 1968 



Dr. Cordido-Frevtes has practiced law in. Caracas, Venezuela? - 
10% OThe firm of Betancourt Cordido and Associ¬ 

ates nas perrormed and can be expected to continue to perform 
Ifegaf services for the Company and its affiliates. Dr. Cordido*- 
Fraytes serves as president of CA Tabacalera National, an af¬ 
filiate of the Company. He is a member of the Nominating and 
Public Affairs and Social Responsibility Committees. 



William H. Donaldson 

Chairman and Chief 
Executive Officer of the 
New York Stock 
Exchange,. lhc. f 
New York, NY 

Director since 1979 

REDACTED 


Mr. Donaldson assumed his present position on January 2,1991. 
Prior thereto and from 1980„ he was chairman and chief execu¬ 
tive officer of Donaldson Enterprises Incorporated- He serves as 
a director of Aetna Life and Casualty Co., Honeywell lnc„ the 
Carnegie Endowment for World Peace, the Committee for Eco¬ 
nomic Development, .the Lincoln Center for the Performing Arts, 
Inc., the New York City Partnership and the Business Council of 
New York State and as a trustee of the Marine Corps Command 
& Staff College Foundation. Mr. Donaldson Is chairman of the: 
Corporate Employee Plans.!nvestment Committee and a member 
of the Audit, Executive, Finance and Nominating Committees. 



Paul W. Douglas 

Retired; formerly 
Chairman and Chief 
Executive Officer of The 
Prttston Company, 
Greenwich, CT, coal and 
transportation services 

Director since 1980 


Mr. Douglas retired on October 1,1991, having served as chair¬ 
man and chief executive officer of the Pittston Company from 
1984 to October 1,1991. He also serves as a director of Holmes 
Protection Group, Inc., The New York Life Insurance Company, 
MacMillan Bloedei Limited,. Phelps Dodge Corporation and U.S. 
Trust Corporation. Mr. Douglas is a member of the Audit, Com¬ 
pensation and Executive Committees. 



Jane Evans 
Vice President and 
General Manager, Home 
& Personal Services 
Division, U.S. West 
Communications,. I nc., 
Phoenix, AZ 

Director since 1981 



Ms. Evans assumed her present position in April 1931u From 
1987 to 1,989 she was a general partner of Montgomery Securi¬ 
ties and from 1989 until 1991 President and Chief Executive Of¬ 
ficer of the InterPatific Retail! Group. Ms. Evans serves as a di¬ 
rector of. Edison Brothers Stores, Inc., Maidsnform, Inc., The 
Heard Museum, the Ladies Professional Golf Association and the 
Phoenix United Way. She is a member of the Nominating and 
Public Affairs and Social Responsibility Committees. 
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Robert E. R. Huntley 

Counsell Hunton & 
Williams, Richmond, VA, 
attorneys 

Director since 1976 



Mr. Huntley became counsel to the firm of Hunton & Williams in 
1988, having served as chairman,; president and chief executive 
officer of ; Best Products Co., Inc. from 1987 to November 1988. 

Mr. Huntley serves as a director of Centel Corp. He Is chairman ‘ ‘ 
of the Audit Committee and a member of the Compensation, ~ 
Finance and Public Affairs and Social Responsibility Committees. 



Hamlsh Maxwell 

Chairman of the Executive 
Committee 

Director since 1974 


redacted 


First employed by the Company In 1954,. Mr. Maxwell was Chair¬ 
man of the Board and Chief Executive Officer from 1984 until his 
retirement in 1991. Heserves as a director of Bankers Trust New 
York Corporation, Bankers Trust Company and The News Cor¬ 
poration Limited. Mr. Maxwell is chairman of the Executive Com¬ 
mittee and a member of the Corporate Employee Plans Invest¬ 
ment Committee. 



Michael! A. Miles 

Chairman of the Board 
and Chief (Executive 
Officer 

Director since 1989 



First employed by Kraft, Inc.^Kraft*') in 1902 as President and 
Chief: Operating Officer, Mr. Miles became President and Chief 
Executive Officer of the Kraft General Foods Group, now Kraft 
General Foods, Inc. (“Kraft General Foods") in March 1989 and 
Chairman and Chief Executive Officer of Kraft General Foods in 
December 1989 when he became Vice Chairmanof the Compa¬ 
ny. He became Deputy Chairman of the Company in April 1991, 
and Chairman of the Board and Chief* Executive Officer of the 
Company on September 1,1991. Mr, Miles is a director of Dean 
Witter, Discover & Co., Sears, Roebuck & Co.,, the Grocery Man¬ 
ufacturers of America, Inc., the Business Committee for the Arts, 
Inc., and the National Multiple-Sclerosis Society and a trustee of 
The Conference Board and Northwestern University. Mr. Miles is 
a member of the Executive, Rnance and Public Affairs and Social 
Responsibility Committees. 



T. Justin Moore, Jr. 
Counsel! Hunton & 
Williams, Richmond, VA, 
attorneys 

Director since 1973 



Mr. Moore served as chairman of the board of Dominion Re¬ 
sources, Inc. from 1983 until his retirement in 1985, having prsvi : 
ousiy served as chairman of the board of its subsidiary,. Virginia 
Elbctric and Power Company. He is a director of Central Fidelity 
Banks, Inc., Dominion Resources, Inc. and GTE Corporation and 
serves as a trustee of the Colonial Williamsburg Foundation and 
the Virginia Foundation for independent Colleges. Mr. Moore is 
chairman of the Nominating Committee and a member of. the 
Finance and PubiicAffairs and Social Responsibility Committees. 
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Rupert Murdoch 

Chairman and Chief 
Executive ot The News 
Corporation Limited, New 
York, NY, publishing, 
motion pictures ana 
television 

Director since 1989 



Mr. Murdoch became publisher of News Limited of Australia'in 
1954 and in 1959 assumed the position of chief executive of the 
subsequently formed 1 parent company, The News Corporation- 
Limited, the interests of which include TV Guide andTwentfeih 
Century Fox in the United States and The Times and Sunday 
Times in the United Kingdom. Mr. Murdoch is a member of the- 
Compensation and PubHc Affairs andSocial Responsibility Com¬ 
mittees. 



William Murray 
President and Chief 
Operating Officer 

Director since 1984 

REDACTED 


First employed by theOompany In 1970, Mr. Murray became Vice 
Chairman in 1987, He assumed his present position in 1991. Mr. 
Murray is-a'member of the board of trustees of The Alvin Ailey 
American Dance-Theater, the American Museum of Natural His¬ 
tory, the Polytechnic University and the United Negro College 
Fund. He is a member of the Executive and Finance Committees 
and an ex-officio member of the Public Affairs and Social Respon¬ 
sibility Committee. 



John. D. Nichols 

Chairman and Chief 
Executive Officer, Illinois 
Tool Works Ihc., 
Glenview, IL 

Director since 1992 



Mr. Nichols assumed his present position with Illinois Tool Works 
Inc. in 1986. He serves as a director of Household international’ 
Corporation, Rockwell International Corporation, Stone Con¬ 
tainer Corporation, the Art Institute of Chicago, the Chicago Sym¬ 
phony Orchestra, Junior Achievement of Chicago, the Lyric 
Opera of Chicago and the Museum of Science ana Industry and 
as a trustee of the Argonne National Laboratory and the Univer¬ 
sity of Chicago. 



Richard D. Parsons 
Chairman and Chief 
Executive Officer, The 
Dime Savings Bank of 
New York, FSB, New 
York, NY 

Director since 1990 

REDACTED 


Mr. Parsons became chief executive officer of The Dime Savings 
Bank in July 1990, having served as president and chief operat¬ 
ing officer from July 1988. He became chairman in 1991. From 
1979 to July 1986, he had been a partner in the law firm of 
Patterson, Belknap/Webb & Tyler. Mr. Parsons also serves as a 
director of. the Federal National Mortgage Association, Time- 
Warner,. Inc., the Metropolitan Museum of Art and the Rockefeller 
Brothers Fund and as trustee of Howard University. He is a mem¬ 
ber of the Audit, Executive and Public Affairs and Social Respon¬ 
sibility Committees. 
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Rogor S. Pan ska Mr. Penske has bean president of Penske Corporation since ., - 

President, Penske 1969. He became chief executive officer of Detroit Diesel Como- 

Corporation,: transportation ration in 1988. Mr. Penske serves as a director of American Ex- 

service, and Chief press Company, Conner Peripherals, Inc. and Shearson Lehman 

Executhre Officer, Detroit Brothers Holdings Inc. and as a trustee of the Henry Ford Mu- 

Diesel Corporation and seum and Greenfield Village. He is member of the Finance Com- 

Penske Truck Leasing mittee. 

Corporation, Detroit, Ml 

Director since 1991 - 


REDACTED 



John S. Read 

Chairman of Citicorp and. 
Citibank, N.A., New York, 
NY 

Director since-1975 

i REDACTED 


Mr. Reed assumed his present positions with Citicorp and 
Citibank, N.A. in 1984. He-also serves as a director of Monsanto 
Company and the Spencer Foundation,.as a member of the Cor¬ 
poration, Massachusetts Institute of Technology, as a trustee of 
The Rand Corporation and-the Russell Sage Foundation and as 
a member of the board of managers of the Memorial Sloan- 
Kettering Can'cer Center. He is chairman of the Compensation 
Committee and a member of,‘the .Audit, Corporate Employee 
Plans Investment, Executive^Finance and Nominating Commit¬ 
tees. 



John ML Rlchman 

Counsel, Wachteli, Lipton, 
Rosen & Katz, Chicago, 

IL, attorneys 

Director since 1988 

^REDACTED 


On December 1 1989, upon his retirement as an officer of the 
Company, Mr. Richman became counsel to Wachteli, Lipton, Ro- 
sen.& Katz, a law firm which.has performed and can be expected 
to continue to-perform legal services for the Company. First em- 
pioyed by Kraft in 1954, Mr. Richman served in various executive 
capacities. He served as Vice Chairmamof the Board of the Com¬ 
pany from December 1988 to December 1989 and Chairman of 
Kraft General Foods from Mjarch 1,1989 to December 1989. Mr. 
Richman is a director of Continental Bank Corporation and Con¬ 
tinental Bank, N.A., R.R. Donnelley & Sons Company, USX Cor¬ 
poration and the Evanston Hospital Corporation. He is chairman 
of the Chicago Symphony Orchestra and a trustee of Northwest¬ 
ern University. Mr. Richman is chairman of the Public Affairs and 
Social Responsibility Committee and a member of the Corporate 
Employee Plans Investment, Executive and Nominating Commit¬ 
tees. 



Hans G. Storr 

Executive Vice President 
and Chief Financial Officer 
and Chairman and Chief 
Executive Officer of Philip 
Morris Capital Corporation 

Director since 1982 

redacted 


First employed by the.Company in.1955, Mr. Storr was named its 
Chief Financial Officer irr1979. He was named a Senior Vice 
President in 1987 and an Executive Vice President in 1091. Since 
the formation of Philip Morris Capital Corporation in 1982, he has 
served as its Chief Executive Officer. Mr. Storr is a member of 
the American Institute of Certified Public Accountants and a di¬ 
rector and treasurer of the International Tennis Hail of Fame. He 
is chairman of the Finance Committee and a member of the 
Corporate Employee Plans Investment Committee. 
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Compensation Committee interlocks and insider Participation 

Mr. Huntley (who is a member of the Compensation Committee) and Mr. Moore (who is not a-member) 
are counsel to Hunton & Williams, which acts as counsel to the Company. In 1992, the Company paid - 
Hunton & Williams fees of| /p-s ___ .(Messrs. Brown, Douglas, Murdoch and Reed are the other 
members of the CompensatlonCofnmittee. 

Compensation of Directors 

Directors who are lull-time employees ofithe Company receive no additional compensation for services 
as a director. In 1992.) ~ r ' 



Each director who is not employed by the Company and was not so employed on January 1„ 1990 
receives annually, on May 1i a share distribution equal to the lesser of (i) 400 shares or (ii) that number 
of shares of Common Stock having an aggregate fair mar ket value equal to 1 00% of the cash retainer 
fee paid’duringitha preceding twelve months. _ RFIMffifTO. 

_REDACTED " 

The 1992 Compensation Plan for Non-Employee Directors permits.:a director to defer meeting fees and 
all or a part of the retainer fee. Deferred amounts are "credited” to an unfunded account and may be 
“invested” in four “investment choices” which are the same as those offered under the Philip Morris 
Deferred Profit-Sharing Plan and which are used to determine the “earnings” that are credited for 
bookkeeping purposes. Subject to certain restrictions, the director is permitted to take cash distribu¬ 
tions,.in whole or in part) from-his or her account either prior to or following termination of service. 

Under the Pension Plamfor Directors, any director who was not an. employee of the Company,, who 
ceases to be a director at his or her normal retirement date and who has completed five years of 
accredited service is entitled until dbath to an annual pension (payable monthly) equal to the annual 
cash retainer in effect on his or her retirement date plus 25% of attendance fees for up to twenty-four 
Board meetings earned during the two years before retirement A qualifying director retiring:before his 
or her normal retirement'date but after age 60 and after completing five years of. accredited service is 
entitled for a period equal to his or her accredited service to monthly pension payments. In the event of 
a change fn control, a retiring director, not otherwise eligible-for a pension benefit, will receive monthly 
payments for a period equal to his or her accredited service. 

The Company has entered into employment agreements with each of its officer-directors as described 
below under “Executive Compensation—Certain Agreements.” 


Reports filed by Joseph F. Cullman 3rd, a director emeritus, pursuant to Section 16(a) of the Securities 
Exchange Act of 1934, did not include shares held by his wife, and a gift made by her to a trust was not 
timely disclosed by Mr. Cullman or the trust These omissions were corrected in May of 1992. Rupert 
Murdoch, a director of the Company, did not report shares purchased by his wife in February of 1992. 
This omission was corrected in 1993. - - ■ - 

Ownership of Equity Securities 

The following table sets forth information, as of February 1;, 1993* as to the beneficial ownership of 
Common Stock of the Company, including shares of Common Stock as to which a right to acquire 
ownership within sixty days exists (for example, through the exercise of stock options or through various 
trust arrangements), of each director, each nominee for director, each executive officer named in the 
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Summary Compensation Table and of the directors and executive officers of the Company as a group. 
The beneficial ownership of each director, nominee and officer and of the group is less than t% of 
outstanding shares. 


Mama 

Elizabeth E. Bailey .. 

Geoffrey C. Bible_ 

Murray H. Bring. 

HaroldBrowra _ 

J.A. Cordido-Freytes 
William H. Donaldson 
Paul W. Douglas.... 

Jane Evans. 

Robert E.R. Huntley. 

Hamish> Maxwell_ 

Richard P. Mayer ... 
Michael' A. Miles .... 
T. Justin Moore,, Jr. . 
Rupert Murdoch!.... 

William Murray. 

John D. Nichols. 

Richard D. Parsons . 
Roger S; Penske.... 

John S. Reed. 

John M. Richman ... 

Hans G. Storr. 

Group . 


Sol# Voting 

and Investment Aggregate 

Power (1) -Other (2) Total 







(1) Includes maximum number of shares suhiect to purchase before April 2,199 3'upon the exercise of 

stock options as foll ows: G.C . Bible, — 1 M..H. Bring,^ ^_ ' H. M axwell,; '•R jR.P. Mayer, 

^ >.Ma Miles, ; H.G. Stonr j'. ,.tmd group^f ” 

(2) Includes shares held in certain fiduciary capacities (including such holdings by a spouse) and shares 
owned by spouses, minor children and other relatives sharing the home of the nominee, director or 
officer. With the exception of Mr. Moore, beneficial ownershto of these shares is disclaimed by all named 
individuals. Mr. Moore disclaims anybeneficialinierest in R>,_ shares held by his spouse. Also includes 
shares held jointly with spouse and shares of restricted stock. 


-EXECUTIVE COMPENSATION 


Compensation Committee Report on Executive Compensation 
To Our Stockholders: 

The Company’s mission is to be the most successful consumer packaged goods company in the world. 
The Committee, which is comprised of non-employee directors, fully supports the Company’s mission. 
In furtherance of that mission, the Committee believes that it has the responsibility for implementing a 
total compensation philosophy which will enable the Company to: 
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• Hire, develop, reward and retain the highest quality of managers possible; 

• Emphasize the relationship between pay and performance by placing variable compensation at- 
risk subject to the achievement of specific and measurable financial goals and objectives; and 

• Maximize real growth-driven financial:performance, balancing appropriately the short and long 
term goals of the Company. 

Components of Compensation. The Committee believes-that the compensation paid to the 
Company’s most senior executives must rank at or near the top quartile of the compensation paid to 
executives of the peer group of companies set forth on page 12. Thiecompensation will be maintained 
so long as the Company’s financial performance is determined to : be superior to the performance 
achieved by these companies. 

The Committee believes that the best interests of stockholders wilt be served if two-thirds of the annual 
compensation paid to the executive group comprises a combination of stock based compensation and 
variable cash incentive compensation. This approach to executive compensation will link the perfor¬ 
mance of the Company to the compensation;of the executive. 

The remaining, portion of executive compensation, base salary, is determined by a variety of factors 
including knowledge, external.competitiveness, prior experience* level of responsibility, time imposition 
and : individual performance. .. 

In September 1991, Mr. Miles assumed the p osition o f Chair man of the Board of Directors and Chief 
ExecujLveJDffi.cer.of the Company; 

JS0AS1ED redacted 

Annual incentives. Cash awards limited to the amount credited to the Annual Incentive Award Re¬ 
serve by the Board are made to senior executives and middle management employees. As approved 
by the stockholders, the total amount that can be credited to theReserve is limited at present to 16% 
of the amount of cash dividends declared on the Company’s Common Stock. 

Each year, the Committee approves the standards of performance used to determine the annual 
incentive awards for the five senior executives for whom compensation figures are provided in the 
Summary Compensation Table which follows this report as welt as for all other employees who receive 
annual incentive awards. ✓ 

For 1992;' REDACTED , ' , REDACTED _ 

This award was based in large measure upon the Company’s financial performance in 1992, as com¬ 
pared to the Company’s planned goals for the year in such areas a s volum e, revenues, income from 
ope ratio ns^ earnings, pec share and return_on_equitv; 

redacted redacted 

Long Term Incentives. The Company’s 1992 Incentive Compensation and Stock Option Plan (the 
“Plan”) provides that stock options and performance awards may be granted tb individuals who con¬ 
tribute to the management, growth and profitability of* the Company. 

Stock Options. Stock options are used as the primary long-term incentive vehicle. Options provide 
executives with the opportunity to buy and maintain an equity interest in the Company and to share in 
the appreciation of the value of its Common Stock. The Committee believes that its stock option 
program is very important in enabling the Company to attract and retain the highest quality managers. 
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Generally, options are issued annually, with the Committee having responsibility for establishing the 
temrvof the option, the requisite conditions for exercise and the amount of the awards. The option price 
must be no' less than the fair market value of the Company's stock on the date of grantl Thus, the value 
of each stockholder's investment in the Company must appreciate before an optionee receives any 
- benefit from the option. Generally, options are granted with a ten. year exercise period in order to 
encourage executives and managers to take a longer term view of thejmpact of their individual contri¬ 
butions to the Company. 



In June of each year, all executives of the Company are gene rally .eligible to receive stock options under, 

the Plan. REDACTED ___._ 

__ _ _ __The Committee based the number of options awarded to 

Mr/Wfes on corporate^perf^ormance and the prevailing practice among the peer group of companies. 

Long Term Performance Awards. These awards permit executives to benefit only if financial per¬ 
formance goals established by the Committee at the time the awards, are made are achieved over a 
period of time, usually three years. These goals can relate to growth in earnings per share,, revenue 
growth, return on management investment and individual performance. They may also relate to the 
performance of a particular business unit as well as to the overall performance of the Company. Hence, 
the criteria may not be the same for all participants. Achievement of these goals should translate 
directly into enhanced value for stockholders. Senior and middle managers who can contribute strate¬ 
gically to the overall long term financial success of the Company are also eligible to participate in the 
Plan. As with the annual incentive awards, the Plan establishes a maximum amount which can be paid 
for any performance period. Awards are paid in cash in. order to balance the cash and' non-cash 
elements of the Plan. 

The Committee has. determined (or estimated) the awards for the three-year performance period which 
began in 1990 and ended in 1992. The amount estimated to be payable to Mr. Miles is 51 %• of the 
maximum amount that he could have earned. It is based upon specific categories of the Company’s 
financial performance in 1992, namely earnings per share and revenues. It is subject to adjustment 
based upon the Company’s performance as compared to certain peer group companies, comparisons 
which are not presently available. 


COMPENSATION COMMITTEE 

John S. Reed, Chairman 
Harold Brown 
Paul W. Douglas 
Robert E. R. Huntley 
Rupert Murdoch 
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Comparison of Five-Year Cumulative Total Return (t): 



Assumes $100 invested on December 31,1987 in Philip Mom's Common Stock, S&P 500 Index, SAP 
500 Beverages (Alcoholic), S&P 500 1 Foods and S&P 500 1 Tobacco Indices (2) and Peer Group (3). 

(1) Total return assumes reinvestment of dividends on a quarterly basis. 

(2) The following companies comprise the S&P 500 Beverages (Alcoholic), S&P 500 Foods and S&P 
500 Tobacco Indices; no standardized industry index was considered a comparable peer group: Adolph 
Coors Company, American Brands, Inc., Anheuser-Busch Companies, Inc., Archer-Daniefs-Midland 
Company, Borden, Inc., Brown-Forman Corporation, Campbell Soup Company, ConAgra, Inc., CPC 
International Inc., General Mills, Inc., Gerber Products Company, H.J. Heinz Company, Hershey Foods 
Corporation, Kellogg Company, Pet Incorporated, The Quaker Oats Company, Ralston Purina Compa¬ 
ny, Sara Lee Corporation, The Seagram Company Ltd., UST Inc. and Wm. Wrigley Jr. Company. 
Although the Company is a component of the S&P 500 Tobacco Index, it has been excluded for the 
purposes of this presentation. 

(3) The peer group consists of the following companies selected on the basis of size, complexity and 
return to stockholders: American Brands, Inc., American Home Products Corporation, Amoco Corpora¬ 
tion, Anheuser-Busch Companies, Inc., ARCO, The Boeing Company, Bristol-Myers Squibb Company, 
Chevron Corporation, The Coca-Cola Company, ConAgra, Inc., CPC International Inc., E.l. du Pont de 
Nemours and Company, Exxon Corporation, General Electric Company, General Mills. Inc., HJ. Heinz 
Company, International Business Machines Corporation, Johnson & Johnson, Merck & Co., Inc., Mobil 
Corporation, PepsiCo, Inc., Pfizer, Inc., The Procter & Gamble Company, Ralston Purina Company, RJR 
Nabisco, Inc., Sara Lee Corporation and Texaco Inc. 
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Summary Compensation Table 


Name and Principal Petition 

Michael A. Miles... 

Chairman of the Board & Chief 
Executive Officer(4): 

William Murray... 

President & Chief Operating Officer 
Vice Chairman 


. . w .. LongTerm 

Annual Compensation Compensation 

Award* Payout* 

Options All Other 

No. of Compensation 

Year Salary Bonus Other (1) Shares LTIE*(2) ffl(3) 

1992 ~ 

1991 


1992 

1991 

1990 


REDACTED 


Geoffrey C. Bible... 1992 

Executive Vice President, International 1991 

President & Chief Administrative 1990 

Officer, Kraft-General Foods 

Richard P. Mayef!... 1992 

Chairman & Chief Executive Officer, 1991 

Kraft General Foods North America - 

President,.General Foods USA 1990 : 


liEDAOTED 


HansG. Storr.. 1992 

Executive Vice President & Chief 1991 

Financial Officer 

Senior Vice President & Chief 1990 

Financial Officer 


hedaotid hedaothd 


(1) Pursuant to the rules of the Securities and Exchange Commission, information with respect to years 
prior to 1992 has beeniomitted. 

(2) In 1990, long term performance awards were made to a limited number of senior executives. The 
awards were tied to the achievement over a three-year period of corporate or business unit perfor¬ 
mance criteria as adjusted to recognize individual accomplishments. The information in this column 
reflects the amount earned for the three-year period ended December 31, 1992, except that the 
amounts for Messrs. Miles, Bible and Mayer have been estimated. Final amounts are not presently 
determinable but are not expected to vary materially from the amounts shown.: _. 

(3) Amounts in this column consist of allocations to defined contribution plans., 

(4) Pursuant to the rules of the Securities and Exchange Commission, information with respect to the 
year 1990 has been omitted as Mr. Miles did not become Chief Executive Officer until September 1, 
1991. 
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1992 Option Grants 



.% of Total 



* " 

No. of 

Shares for 



* 

Shares for 

Which 



Grant 

Which 

Options 



Date 

Options 

Granted to 

Exercise 

Expiration 

Present 

Granted 

Employees 

Price 

Date 

Valus{t)(2) 


Michael A. Miles (3> 


William Murray.. 
Geoffrey C. Bible 
Richard P. Mayer 
Hans G. Stbrr... 



(1) Options are not usually exercisable until one year after the date of grant. 


REDACTED 


(2) Grant date present value is determined using the Black-ScholesModel. The Black-Scholes Model 
is a complicated mathematical formula widely used to value exchange traded options. However, stock 
options granted by the Company to its executives differ from exchange traded options in three key 
respects: options granted by the Company to its. executives are long-term, non-transferabie and subject 
to vesting restrictions while exchange traded 1 options are short-term and can be exercised or sold 
immediately in a liquid- market. In this presentation, the BlacitSchoies Model has been adapted: to 
estimate the present value of the options set forth in the table, taking into consideration a number of 
factors, including the volatility of the Common Stock, its dividend-rate, the term of the option and interest 
rates. Consequently, because the- Black-Scholes ModeF is adapted to value the options set forth in the 
table and is assumption-based, it may not accurately determine present: value. The actual value, if any, 
an optionee will realize will depend on the excess of the market value of the Common Stock over the 
exercise price on the date the option is exercised. 

REDACTED 



1992 Option Exercises and Year End Vaiue - - 

Number of Total Number of Total Value of 

Shares Shares far Which Unexercfsed, In-tfte-Money 

Acquired on Unexercised Options Hold Options Held at December 31, 

Nama Exercise Value Realized at December 31,1992 1992(t) _ 

Exercisable Unexercisable Exercisable Unexercisable 


Michael A. Miles. 
William Murray .. 
Geoffrey Bible... 
Richard P. Mayer 
Hans G. Storr ... 


REDACTED . REDACTS) 


(1) Based on the closing price of the Common Stock on December 31,1992, $77,125. 


Philip Morris Pension Plan. The Company maintains a non-contributory retirement plan (the "Retire¬ 
ment Plan’’) for the benefit of certain employees. The Retirement Plan, provides for fixed retirement 
benefits in relation to the participant's years of accredited service, five-year average compensation (the 
highest average annual salary during any period of five consecutive years out of the ten years preceding 
retirement) and applicable social security covered compensation amount. Allowances are payable upon 
retirement at the normal retirement age and at earlier ages. “Compensation” is defined as base 
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pay plus overtime and the full amount of any annual incentive awards under The Philip Morris 1992 
Incentive Compensation and Stock Option Ran. 

Examples of annual retirement allowances payable under the Retirement Plan are set forth in the 
following table. The examples, which assume retirement at the normal retirement age of 65, are based 
upon the social security covered 1 compensation amount in effect for an employee attaining age 65 in 
calendar year 1993. _ - - : — 

A participant with more than 35 years of accredited service is limited to the greater of a fuff retirement 
allowance based 1 upon 35 years of service and five-year average compensation, including annual in¬ 
centive awards, or a full retirement allowance based on all service and five-year average compensation, 
excluding such awards. 

FWfr-Yw 

Average 

Compensation _ Year* of Service (1)< _ ■_ 

S 10 20 - 30 35 



(1) At February 1, 1993, Messrs. Miles, Murray, Bible and Storr had accredited' service of 2, 23, 9 and 
38 years, respectively. Reference is made to the material appearing under the caption "Kraft General 
Foods Retirement Plan” for additional information. 


Kraft General Foods Retirement Plan. Messrs. Miles, Bible and Mayer willrbe. eligible for benefits 
under or participate in the Kraft General Foods Retirement Plan (the "KGF Retirement Plan’") which 
provides for fixed retirement benefits in relation to the participant's years of service, five-year average 
compensation (the highest average annual salary during any period of five consecutive years out of the 
ten years preceding retirement) and applicable social security covered compensation amount The fixed 
retirement benefit is also dependent upon the periods of service prior to January 1,1989 in which the 
participant elected to make contributions. 

Examples of annual pension benefits payable under the KGF Retirement Plan are set forth in the 
following table. The examples, which assume retirement at age 62 or later, are based on the social 
security covered compensation amount in effect for an employee attaining age 65 in calendar year 
1993. Since participant contributions could be substantial in individual'cases,-the benefit amounts 
shown in the table may be attributable in certain instances to participant contributions to a significant 
degree, depending upon retirement date and years of service. 


15 



Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 


2023003648 



R: REDACTED MATERIAL 


FWfr-Yoar 

Avmgr 

Compfuatldn Vw» of Syvfca (1) 

V 10 20 30 35 



(1) At February 1* t993; Messrs. Miles,, Bible and Mayer had accredited service of 9,1 and 3 years, 
respectively. 


Certain Agreements. The Company has entered into change in control employment agreements with 
each of its offiber-directors and each of the other executive officers named jn the Summary Compensa¬ 
tion Table; The agreements provide that, if the executive is terminated other than for cause within three 
years after a change in control of the Company or if the executive Terminates his or her employment for 
good reason within such three-year period or voluntarily during the thirty-day period following the first 
anniversary of the change in control, the executive is entitled to receive a lump sum severance payment 
equal to two and one-half times the sum of his base salary and highest annual bonus, together with 
certain other payments and benefits, including continuation of employee welfare benefits. An additional 
payment is required Jp_compQnsate,.the_executlve.for exciseJaxes imposed upon payments under the 
agreementsi ~ 

& . ^ 




SELECTION OF AUDITORS 

The Audit Committee has recommended to the Board that Coopers & Lybrand, which firm has been 
the independent accountants of the Company since 1933, be continued as auditors for the Company. 
The stockholders are being asked to approve the Board’s decision to retain Coopers & Lybrand for the 
fiscal year ending December 31,1993. A representative of. Coopers & Lybrand is expected to be present 
at the meeting. The representative will be given an opportunity to make a statement if he or she desires 
to do so and will be available to answer questions. 


The Board recommends a vote FOR. 


STOCKHOLDER PROPOSALS 
PROPOSAL 1 


Dr. GregoryJt.Connoliy,> 


__ ... ^submitted the pro¬ 
posal set forth below. The names, addresses and shareholdings of the co-proponents will be furnished 
upon request to the Secretary of the Company. 
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Monitoring and Adherence to the Voluntary Code of Cigarette Advertising 

WHEREAS: Our Company has adopted a voluntary code not to directly or indirectly represent 
smoking as essential to social distinction, prominence, success or sexual' attraction; not to associ¬ 
ate smoking with vigorous physical activity or athletic conditioning; not to use models who appear 
to be under age 25; not to suggest that the models’ appearance and good health are due to 
smoking; not to use testimonials from athletes or celebrities who have special appeal to youth; and 
not to make representations regarding health unless based on scientific data; 

WHEREAS: Federal legislation was proposed in the 101st Congress mandating compliance with 
the code; 

RESOLVED that stockholders request that a Review Committee composed of our Company’s 
outside directors and as many experts without any ties to our Company be established. This 
Committee shall report to the Board and stockholders by September 1,1993 its findings regarding: 

1. Consumer perceptions of our advertisements, including but not limited to: 

a. If children perceive models in brands popular with them to be under 25; 

b. If women perceive that the models in women’s brands portray smoking as a way to be 
thin and beautiful; 

c. If smokers perceive that cigarettes advertised with “low tar and nicotine” actually reduce 
health risks. 

2. What policies and practices our Company might adopt to ensure adherence to the Code, 
especially by: 

a. Not depicting individuals to appear to bounder the age of 25 because of their looks, dress, 
or activities in which they are engaged; 

b. Not depicting any individual participating in or just having participated in a physical activity, 
including tennis, auto racing, basketball, sky diving* baseball, football,, swimming,, sailing 
or similar activities; 

c. Not advertising in magazines or sponsoring events with more than 25% readership or 
attendance by minors; 

d. Not including in advertisements anyone who is, or has been, known as an athlete (includ¬ 
ing race car drivers), celebrity, singer, and any others having special appeal to persons 
under 21; 

e. Not using models whose appearance suggests that smoking women's brands will make 
smokers thin or beautiful, or directly or indirectly imply that low tar/nicotine cigarettes will 
reduce health risks associated with smoking regular brands; 

f. Abiding by the Code internationally and not advertising nontobacco products with the 
same brand name as our cigarettes which circumvent laws banning or severely restricting 
cigarette advertising; 

g. Including within the term “advertising” promotions,, point of purchase materials, sponsored 
events, televised sport sponsorships and movie product placements. 

The Code of Advertising was issued in April 1964. An enforcement mechanism was abolished in 1970. 
If you feel the Company should demonstrate if its marketing of cigarettes conforms to its own Code of 
Advertising, vote “yes” to this resolution. 

The Board recommends a vote AGAINST this proposal. 

At last year’s annual meeting, the identical proposal was defeated with 93.4% of the shares voting, 
voting against 

Philip Morris USA scrupulously adheres to the Cigarette Advertising Code, first adopted by the industry 
in 1964 and revised in 1990. Philip Morris USA's advertising does not'violate the Code. Cigarette 
advertising and marketing practices are reviewed by legal counsel to insure compliance with the Code 
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as well as legal restrictions. Your Board believes, that any further review procedure would be both 
duplicative and costly. Furthermore, it is highly doubtful that a reliable scientific method exists to 
measure consumer perception of cigarette advertisements as requested by the proponents. 


Therefore, your Board urges stockholders to vote AGAINST this proposal. 


PROPOSAL 2 

The Province of St Joseph of the Capuchin Order, 1015 North Ninth Street Milwaukee, Wisconsin 
53233, which claims beneficial ownership of 7,160 shares of Common Stbck, together with five co¬ 
proponents, has submitted the proposal set forth below. The names, addresses and shareholdings of 
the co-proponents will be furnished upon request to the Secretary of the Company.. 


Global Warnings on All Forms of Marketing Related to Cigarettes 

WHEREAS, our Company actively pursues customers for its cigarettes by spending hundreds of 
millions of dollars around the world in advertising and promotions. These include: 

1. direct advertising, wherever allowed, on billboards, magazines, newspapers, bus signs, placards 
and television; 

2. direct product promotion through sponsorship of events and promotional items bearing our 
Company’s cigarette logos and symbols, from clothing to watches. We believe that many of these are 
popular with children. 

WHEREAS, as various countries enact bans on direct advertising, we believe that cigarette com¬ 
panies have shifted their advertising dollars into other ways of promoting the images and symbols 
connected to their cigarette logos. For example, during a telecast of a Marlboro Grand Prix auto race, 
the Marlboro logo appeared an alarming number of times. While we believe this may represent free 
advertising and promotion of our Company’s brands, in our view, it also invites young people and 
consumers uninformed as to the health hazards connected to smoking to use our brands; 

WHEREAS, when our logos have appeared in many promotional activities, many do not bear any 
warnings related to health hazards connected to smoking. 

WHEREAS, the Federal Trade Commission has required smokeless tobacco companies to place 
warnings on their promotional items. 

BE IT RESOLVED that the shareholders request the Board to adopt the following policy to be put 
into effect by January 1,1994: all advertising and promotional items for our Compan/s tobacco prod¬ 
ucts distributed throughout the world shall include health warnings about the dangers of addiction, 
disease, and death due to smoking. 


SUPPORTING STATEMENT 

On the one hand, our Company says smoking is an adult custom arid that it tries to "discourage’' 
children from smoking. Yet, on the other hand, we believe it encourages youngsters to smoke by 
sponsoring forms of entertainment and sporting events where symbols and logos connected to our 
Company's brands invade their consciousness with no parallel warnings about the health hazards 
connected to smoking. We believe there should be warnings wherever our ads and promotions appear; 
they should be at least as easily readable and colorful and appealing to the eye as the image or symbol! 
connected to our logo. 
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We believe warnings should be placed on any ads or promotional symbols connected to our 
cigarettes because it may be argued that these lead people to use our products to the detriment of 
their health. 

Last year our Company voluntarily placed health warnings on all cigarette packages sold through¬ 
out the world, even though not required by law. We believe this is the logical next step; If you agree, 
please support this resolution. 

The Board recommends a vote AGAINST this proposal. 

Your Company is totally committed to marketing its cigarettes responsibly and, in this connection, does 
not direct its cigarette advertising and promotions towards under-aged consumers. Philip Morris Inter¬ 
national recently adopted a Cigarette Marketing Code detailing steps which will ensure that this policy 
is implemented in every country where its cigarettes are marketed. Subsidiaries of Philip Morris Interna¬ 
tional also agree to comply with industry marketing codes in. the particular markets in which they 
compete. These codes similarly seek to ensure that cigarettes are not advertised or promoted towards 
under-aged consumers. 

The Company believes that there exists an awareness throughout the world of the health issues 
involved with smoking and this awareness is enhanced bythe warning which appears on every cigarette 
pack which the Company makes. The Company does not oppose reasonable proposals for cautionary 
notices in its advertising. It believes such notices should be agreed on a market-by-market basis with 
government and other members of the industry. 

The cigarette market around the world is extremely competitive. The Company competes not only with 
American companies but with companies headquartered in other countries and, in many markets, the 
Company’s principal competitor is a manufacturing monopoly owned by the State. If the Company were 
to opt unilaterally to include a warning in all of its advertising, it is unlikely that! its competitors would 
follow. Inclusion of the warning in the Company's advertisements could then be prejudicial to the 
Company’s competitive position. 

Therefore, your Board urges stockholders to vote AGAINST this proposal. 


PROPOSAL3 

The Teamsters Medicare Trust for Retired Employees and the Teamsters Negotiated Pension Plan, 
both of Union Plaza 300 South Grand Boulevard, St Louis, Missouri 63103, claiming beneficial owner¬ 
ship of 320 shares and 7,970 shares, respectively, of Common Stock, have submitted the proposal set 
forth below. 

Resolved: That the shareholders of Philip Moms Companies inc. hereby request the Board of Direc¬ 
tors to redeem the shareholder rights issued in 1989 unless the issue is approved by the affirmative 
vote of a majority of tee outstanding shares at a meeting of the shareholders held as soon as possible. 


SUPPORTING STATEMENT 

In 1989, tee Board of Directors issued a dividend of one common stock purchase right for each 
outstanding share of Common Stock. Under the terms of the rights agreement each right entitles 
shareholders to purchase, under certain.eonditions, either one share of Common Stock for each right 
Common Stock with twice tee market value of the rights' exercise price, or shares of any acquiring 
company worth twice tee exercise price. These rights will only be exercisable if a person or persons 
obtains or seeks to obtain beneficial ownership of at least 10% of the Company’s Common Stock. The 
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10% holder cannot exercise its rights. The Company is entitled to redeem the rights at a price of $.01 
per right at any time until there is an acquiring person, and the plan will expire on October 25,1999. 

This rights dividend is more commonly known as a poison pill plan with flip-in and flip-over characteris¬ 
tics. We believe such plans tend to entrench management and depress companies" stock price. The 
Board created this plan unilaterally, without consulting shareholders. This proposal attempts to give 
shareholders an opportunity to express their views on the rights issue and the method by which it was 
adopted. 

Poison pills have become increasingly unpopular in recent years. Since the beginning of 1990, Time 
Warner, United Technologies, La Quinta Inns, and Lockheed have voluntarily redeemed their poison 
pills. Since 1990, a majority of voting shareholders at T9 companies asked' management to either 
repeal, redeem or allow a shareholder vote on poison pills, including K Mart, Browning-Ferris, Avon 
Products and USX. 

The effects of poison pill rights plans on the trading value of companies" stock have been the subject 
of extensive research. A 11986 study by the Office of the Chief Economist of the U.S. Securities and 
Exchange Commission on the economics of poison pill rights plans found that the adoption of poison 
pills cause’d companies’ stock prices to drop. A1988 study by Professor Michael Ryngaert, one of the 
authors of the 1986 SEC study, singled out rights plans like Philip Morris’ with discriminatory flip-in 
provisions for their negative effect on shareholder value. That study found “restrictive pills can have a 
negative price impact even when active takeover speculation is not present’" A1992 study by Professor 
John Pound of Harvard's Corporate Voting Research Project and Lilli A. Gordon of the Gordon Group, 
found a correlation between high corporate performance and the absence of poison pills. 

Consequently, we believe the unilateral adoption of this poison pill plan by the Board Is out of keeping 
with our Company’s broader relationship with its shareholders and is likely to have had a negative effect 
on shareholder value. Therefore, we urge a vote in favor of the resolution. 

The Board recommends a vote AGAINST this proposal. 

The Company’s Common Share Purchase Rights {the “Rights"’) encourage potential acquirors to ne¬ 
gotiate directly with the Board, which the Company believes is in the best position to negotiate on behalf 
of all stockholders, evaluate the adequacy of any potential offer and protect stockholders against 
potential abuses during the takeover process, including certain practices which do not treat all stock¬ 
holders fairly and equally. The Rights will allow the Board adequate time and flexibility to negotiate on 
behalf of the stockholders and will enhance the Board's ability to negotiate the highest possible bid 
from a potential acquiror and to develop alternatives which may better maximize stockholder interests, 
preserve the long-term value of the Company for the stockholders and ensure that all stockholders are 
treated fairly and equally. 

The Rights are not intended to prevent a takeover pursuant to an offer which is fair and equitable to all 
stockholders. The Board may redeem the Rights to permit an acquisition that it determines adequately 
reflects the value of the Company and to be in the best interests of all stockholders. 

The resolution refers to two studies regarding the effect of rights plans on the trading value of. the 
adopting companies’ stock. However, the performance graph on page 12 of this proxy statement 
clearly contradicts those studies. In addition, March and October 1988 studies by Georgeson & 
Company Inc., a nationally recognized proxy solicitation and investor relations firm, found that compa¬ 
nies adopting rights plans do not lessen the value of their stock and. more importantly, that companies 
with rights plans received higher takeover premiums than those companies without rights plans. The 
March 1988 Georgeson study concluded that companies with rights plans received takeover premiums 
averaging 69% higher than those received by companies not protected by such plans. 
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R: REDACTED MATERIAL 


The Board specifically examined its fiduciary responsibilities under Virginia law when it issued the Rights 
in 1989. The Board has a fiduciary obligation to the stockholders to evaluate the merit of any unsolicited 
offer to acquire the Company and recognizes that such fiduciary obligation would be violated if, as the 
resolution suggests, the Board used the Rights as a device to entrench existing management without 
regard to the merits of the offer being made. 

The Board does not believe that the Rights will deter an acquisition offer that adequately reflects the 
underlying value of the Company and that is fair to all stockholders. The Board believes that the 
redemption of the Rights at the present time would deprive the Board of a key negotiation tool that is 
invaluable in preserving' the long-term value of the Company and protecting all stockholders from 
coercive and unfair takeover attempts. 

Therefore, your Board urges stockholders to vote AGAINST this proposal. 


OTHER MATTERS 


Management knows of no other business which will be presented to the meeting. If other matters 
properly come before the meeting, the persons named as proxies will vote on them in. accordance with 
their best judgment 


The cost of this solicitation of proxies will be borne by the Company. In addition to the use of the mails, 
some of the officers and regular employees'^ the Company may solicit proxies by telephone and 
telegraph and request brokerage houses, -banks and other custodians, nominees and fiduciaries to 
forward soliciting material' to the beneficial owners of Common Stock held of record by such persons. 
The Company will reimburse such persons for expenses incurred in forwarding such soliciting material. 
It is contemplated that additional solicitation of proxies will be made in the same manner under the 
engagement and direction of D.F. King & Co., Inc., 77 W ater Str eet, New York, NY 10005, at an 
anticipated cost to the Company 


1994 ANNUAL MEETING 

Stockholders wishing to suggest candidates to the Nominating Committee for consideration as directors 
may submit names and biographical data to the Secretary of the Company. 

The Company’s By-Laws prescribe the procedures a stockholder must follow to nominate directors or 
to bring other business before stockholder.meetings. For a stockholder to nominate a candidate for 
director at the 1994 Annual Meeting, presently anticipated to be held April 21, 1994, notice of the 
nomination must be received by the Company between October 12 and November 11, 1i993. The notice 
must describe various matters regarding the. nominee, including the name, address, occupation and 
shares held. For a stockholder to bring other matters before the 1994 Annual Meeting, as well as having 
such matters included in the Company’s proxy statement and proxy for that meeting, notice must be 
received by the Company within the time limits described above. The notice must include a description 
of tiie proposed business, the reasons therefor and other specified matters. In each case the notice 
must be given to the Secretary of the Company, whose address is 120 Park Avenue, New York, NY 
10017. Any stockholder desiring a copy of the Company’s By-Laws will be furnished one without charge 
upon written request to the Secretary. ~ 'I _ _ 


Dede Thompson Bartlett 
Vice President and Secretary 


March 11, .1993 
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120 PARK AVENUE, NEW YORK, NY 10017-5592 


To; John Tucker 

From: Timothy A. Sompolrid 


Subjeot: 


Date: April 27,1993 


snTT/?nri; 


i irrrn fi ■ 


John, the following is intended to summarize our discussions 
with Paul Douglas relative to the Compensation Committee 
material: 

• 1993 Revised Pimmrinl (Inals 

i A Patd seriously questioned the recommendation to revise 

U\ ft fTXrc^Buancial targets after the year was in progress. 
{p n V J * \JChanging what he considered ■operational’' objectives 
J r\ . Aj/y might be acceptable but he expressed great concern that 

once we set a financial goal, four months later 
changing that goal would be’viewed as improper. 
During the course of the conversation, we advised Paul 
that we were going to be considering the senior 
executives responsible for the Ml year results and that 
middle managcmant would be measured on revised 
goals alone for annual incentive purposes. Upon 
further discussion, Paul seemed to become more 
comfortable with the revision to the goals subject to the 
senior executive group judged responsible for the 
original financial targets and goals. 

With respect to the Long Term Incentive Plan he was 
less concerned with the financial numbers presented 
given that this plan had been approved in design. 
Financial numbers would be established at the April 
Board meeting. 


Paul's stated that management should be viewed in the 
same light as the shareholders. Therefore, giving the 
management group two times the normal stock option 
grant was in Pam's view inconsistent with treating 
management like shareholders. He said the 
shareholders experienced a loss in value and that he 
was concerned that giving the executives two times the 
normal stock option grant would be viewed as a reward 
to the senior executives. 
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Paul further commented that stock options resulted in 
very 'little glue." He indicated that in his view 
granting two times the standard stock option multiple 
was in effect trying to outguess the price of Philip 
Morris' stock. He was concerned that we might guess 
wrong. 

Paul Indicated that the top 200 executives should truly 
feel just like the shareholders. Paul stated that Philip 
Morris used competitive dollar value versus number of 
shares. Therefore, the present system would work just 
fine due to a lower stock price automatically producing 
a higher number of shares. He further expressed 
concern that the shareholders would view the proposed 
program as being out of step with our share repurchase 
program. In his view, we are buying back stock at $70 
per share price granting stock options at a $50 per 
share price. 

Paul stated that he was not aware of any signs of 
morale problems. He stated that in his view it really 
wasn't up to the Directors or the members of the 
Compensation Committee to be "aware" of employee 
morale and that morale was a management issue. He 
stated that it might be time for the Philip Morris 
executives and employees to truly understand that it 
was time to "buckle down for the hard pull." 

Paul stated that all of the Board members truly 
understood the risks inherent to the pricing policies of 
the past. He stated that these pricing policies were 
consistent with corporate ffnanrial objectives. 

t> - - — - 

Going back to bis commentary regarding the stock 
options, he stated that the current program appeared to 
work when times were tough. He was more 
comfortable with leaving the program as an annual 
grant or consider something truly different such as 
using restricted stock to either a broad-based or a select 
group of executives. 
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• lfl»g Kraft Omars! Foods Lang Team Incentive Plan 
Paul appeared to understand the issues relating to the 
Kraft General Foods 1990-1992 LTIP payments. He 
further went on to indicate that he was not of a mind to 
be technically limited by any plan documentation and 
that it was wiser to use judgment. 

Paul went on forther to state that he would like to hear 
Mike's views relative to the plan and to how Mike would 
want to handle the closure of the plan awards. 

• Geoff Bible Merit Increase 

Paul expressed concern regarding the aggressiveness 
(hia view) of the increase for Geoff Bible. He indicated 
that based on discussions relative to Geoffs 
management style (authoritarian, prickly, etc.), he was 
not convinced that the right thing to do was to reward 
Geoff upfront to take the new assignment. He farther 
said that he wasn't sure that it was necessary to have 
Geoff 11% ahead of the 76th percentile goal. However, 
he said that at the end of the day, the increase was not 
the mqjor issue, he just had issues with Geoff. 

• 1999 Annual Incentive Payments 

Paul appeared to be comfortable with waiting until the 
end of the year when the final facts and figures are 
available and would not prejudge annual incentive 
payments. He stated that "somebody had to get less of 
an incentive payment in 1998 than they received hi 
1992.* He did not appear to be uncomfortable with the 
fact that these derisions should bs individually driven. 


cc: Mike Miles 
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IK THE UNITED STATES DISTRICT COURT 
FOR THE DISTRICT OF COLUMBIA 


PHILIP MORRIS INCORPORATED, 

120 Park Avenue 
New York, New York, 

and 

R.J. REYNOLDS TOBACCO COMPANY 
401 Main Street 
Winston-Salem, North Carolina, 

Plaintiffs, 


vs. 

UNITED STATES ENVIRONMENTAL 
PROTECTION AGENCY 
401 M street, S.W. 

Washington, D.C. 20460 

and 

CAROL BROWNER 

Administrator, Environmental 
Protection Agency 
401 M. Street, S.W. 
Washington, D.C. 20460, 

Defendants. 


) 

> 

) 

> 

) 

) 

) 

) 

) 

) 

) 

) 

) civil Action No. 
) 

) 

) 

) 

) 

) 

) 

) 

) 

) 

) 

) 

) 

) 

) 


COMPLAINT FOR DECLARATORY AND INJUNCTIVE RELIEF 
Plaintiffs Philip Morris Incorporated and R.J. 
Reynolds Tobacco Company, by and through their 
attorneys, allege as follows: 

1. This is an action against defendant 
Environmental Protection Agency ("EPA" or "Agency") and 
defendant Administrator Carol Browner seeking review of 
EPA's classification of environmenal tobacco smoke 
("ETS") as a "Group A carcinogen." Plaintiffs also seek 
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review of EPA's decision to conduct the risk assessment 
on which that classification is based, as well as the 
manner in which that risk assessment was carried out. 
EPA's actions violate the Administrative Procedure Act 
( H APA H ), and the Radon Gas and Indoor Air Quality 
Research Act of 1986 (“Radon Act”). Plaintiffs seek a 
declaration that EPA's ETS Risk Assessment and the 
resulting EPA designation of ETS as a Group A carcinogen 
is unlawful, arbitrary and capricious and that the EPA 
ETS Risk Assessment was conducted unlawfully, 
arbitrarily, capriciously, and in violation of 
procedures required by law. Finally, plaintiffs seek a 
permanent injunction requiring EPA to withdraw its 
classification of ETS and its ETS Risk Assessment. 

2. EPA is charged with preserving the 
environment and protecting human health within the 
limits of its statutory authority. Because EPA's 
decisions are often controversial and affect broad 
sectors of society and the economy, it is uniformly 
recognized — even by the EPA — that EPA policy and 
decisionmaking must be based on the highest quality, 
most objective science possible. Recently, however, the 
quality and integrity of EPA science has come 
increasingly under attack. For example, in March 1992, 
an independent Expert Panel on the Role of Science at 
EPA — convened by then-EPA Administrator William Reilly 

- 2 - 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 


£023003660 



hPR 26 ’93. 16:09 


19? PBS 


in 1991 — issued a report concluding that there were 
serious problems with the use of science by EPA. The 
Panel found that EPA science "lacks credible quality 
assurance, quality control, or peer review" and "does 
not give sufficient attention to validating the models, 
scientific assumptions, and databases it uses." The 
Panel also found that the EPA often ignores science 
entirely in early decisionmaking and is perceived as 
"adjusting" science to fit policy. Safeguarding the 
Future; Credible Science. Credible Decision. The Report 
of the Expert Panel on the Role of Science at EPA (March 
1992). 

3. These criticisms are nowhere more justified 
than in the context of ETS. For at least the last five 
years, the EPA has pursued a policy of advocating the 
restriction and ultimate prohibition of smoking on the 
ground that ETS is a human carcinogen ~ despite the 
lack of a sound scientific basis for this designation. 
These efforts culminated on January 7, 1993, with the 
release of EPA's risk assessment of ETS, entitled 
"Respiratory Health Effects of Passive Smoking: Lung 
Cancer and Other Disorders" ("ETS Risk Assessment"). 

4. The ETS Risk Assessment designates ETS as a 
Group A (human) carcinogen, the most severe carcinoganic 
designation of substances under EPA's Carcinogen 
Assessment Guidelines. The Assessment was intended to 
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and in fact did result in increased restrictions on 
smoking by private employers and companies and by all 
levels of government. 

5. The ETS Risk Assessment is fundamentally 
flawed. As alleged below, the EPA was able to reach its 
desired conclusions only by manipulating data, ignoring 
critical epidemiological studies, lowering confidence 
intervals, misinterpreting animal research and in vitro 
studies, ignoring published chemical analyses, and 
altering its models, assumptions, and methodologies when 
use of its usual and typical models, assumptions, and 
methodologies would not support its predetermined 
conclusions. Indeed, when EPA / s own analysis is 
subjected to the standard 95% confidence interval used 
in epidemiological studies, the data do not indicate anv 
statistically significant increase in lung cancer risk 
from ETS. 

6. The ETS Risk Assessment is beyond the EPA's 
statutory authority, was conducted in a manner that 
violated the Radon Act, and failed to comply with EPA's 
specific policies and guidelines with respect to how 
risk assessments should be performed. It was only by 
violating both its enabling statute and it's guidelines 
that EPA was able to release a report that was so 
contrary to accepted scientific standards and 
methodologies. The ETS Risk Assessment is arbitrary and 
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capricious; it evidences EPA's bias in its 
decisionmaking; and it denies plaintiffs due process of 
law. 


THE PARTIES 

7. Plaintiff Philip Morris Incorporated is a 
subsidiary of Philip Morris Companies with its principal 
place of business in New York, New York. 

8. Plaintiff R.J. Reynolds Tobacco Company [add 

in]. 

9. At all times relevant to this action, 
plaintiffs were and continue to be engaged in the 
manufacture and distribution of cigarettes and other 
consumer products. Plaintiffs have been and will 
continue to be directly affected and injured by 
defendants' unauthorized and unlawful release of the ETS 
Risk Assessment. 

10. Defendant EPA is an independent agency of the 
Executive Branch established by Congress, pursuant to 
the Reorganization Plan of 1970, to coordinate and 
implement federal governmental action to assure the 
protection of the environment in accordance with 
specific statutory authority. As such, EPA is subject 
to the Radon Act and the APA. 

11. Defendant Carol Browner is the appointed 
Administrator of EPA. This action is maintained against 

- 5 - 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 


C99C00C208 



hPR 26 ’93 16:11 


197 P08: 


her only in her official capacity. Administrator 
Browner ("the Administrator") is responsible either 
directly or through her subordinates for ensuring that 
the EPA complies with the terms of the Radon Act and the 
APA. 


JURISDICTION AND VENUE 

12. This Court has jurisdiction over this action 
pursuant to 28 U.S.C. § 1331. Declaratory relief is 
authorized by 28 U.S.C. §§ 2201-02 and Fed. R. Civ. P. 
57. Judicial review is authorized by 5 U.S.C. SS 701, 
et seq . 

13. Venue is proper in this judicial district 
pursuant to 28 U.S.C. § 1391(b) and (e). 

FACTUAL ALLEGATIONS 

A. The EPA and Its Statutory Authority 

14. The sole source of EPA's authority over ETS 
is the Radon Act. That Act does not refer explicitly to 
ETS, but grants EPA authority over ETS to the extent ETS 
is considered an "indoor air pollutant." Except as 
provided for in the Radon Act, the EPA has no authority 
over ETS, including ETS in the workplace. 

15. The Radon Act was passed in response to an 
increasing concern that radon gas posed a serious health 
threat. At no time did Congress consider the extent to 
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which the Radon Act would grant authority to the EPA 
over ETS. This is clear in the congressional findings 
set forth in section 401 of the Radon Act: 

The Congress finds that: 

(1) High levels of radon gas pose a serious 
health threat in structures in certain areas of 
the country. 

(2) Various scientific studies have 
suggested that exposure to radon, including 
exposure to naturally occurring radon and indoor 
air pollutants, poses a public health risk. 

(3) Existing Federal radon and indoor air 
pollutant research programs are fragmented and 
underfunded. 

(4) An adequate information base concerning 
exposure to radon and indoor air pollutants 
should be developed by the appropriate Federal 
agencies. 

16. The Radon Act provides the EPA with limited 
authority over indoor air and its constituents, 
including ETS. The Radon Act allows the EPA only to 
establish a research program relating to indoor air 
quality. The Radon Act does not authorize the EPA 
either (i) to regulate indoor air quality, or (ii) to 
conduct any health risk assessments as to radon or any 
indoor air pollutants. Section 404 of the Act states: 
"Nothing in this title shall be construed to authorize 
the Administrator to carry out any regulatory program or 
any activity other than research, development, and 
related reporting, information dissemination, and 
coordination activities specified in this title." 
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17. Because the Radon Act provides the EPA with 
no authority to conduct risk assessments. Congress 
passed another statute, the Radon Assessment and 
Mitigation Act of 1986, to authorize the EPA to conduct 
a health risk assessment of radon . Congress has passed 
no statute authorizing the EPA to conduct any risk 
assessment of ETS . 

18. In addition to restricting the EPA's 
authority over indoor air to research, Congress required 
the EPA to follow certain specific procedures in 
establishing and conducting its research program. 
Congress required the EPA to submit a plan for 
implementation of the research program to Congress. 
Congress also required the EPA at the same time to 
submit the plan to its Science Advisory Board ("SAB"). 
After studying it, the SAB was to submit its comments on 
the plan to Congress. The role of the SAB under the 
Radon Act is limited to reviewing the research plan and 
providing comments to Congress. 

19. The Radon Act also required the EPA to 
establish two new committees to assist it in carrying 
out the research program. The first committee, the 
•'Federal Agency Advisory Committee," was to be composed 
of representatives from various federal agencies 
concerned with indoor air. The second committee, the 
"Radon Act Advisory Committee," was to be composed of 
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representatives from the States, the scientific 
community, industry, and public interest organizations. 

B. EPA^c.tiQJl Relating tp E TS 

20. The EPA initiated action against ETS in June 
1987, with the release of the Preliminary Indoor Air 
Pollution Assessment. In June 1988, EPA began a project 
of drafting policy guidelines relating to ETS in the 
workplace ("Environmental Tobacco Smoke: A Guide To 
Workplace Smoking Policies"). The purpose of the 
project was "to provide information to policy makers on 
the technical and policy options for instituting 
workplace smoking policies." In so doing, the EPA acted 
outside its statutory authority limiting its authority 
over indoor air to research. 

21. Further, at the time the EPA authorized the 
drafting of workplace policy guidelines, it had 
conducted no review of the scientific data on the health 
effects of ETS. Rather, the EPA authorized the creation 
of policy guidelines based on the assumption that ETS 
was a human carcinogen. Thus, the EPA initiated the 
creation of a policy aimed at restricting smoking before 
it had even reviewed the scientific data to determine 
whether the hazard upon which the policy was to be based 
even existed. 

22. The EPA also placed policy ahead of science 
by choosing to retain the Smoking Policy Institute 
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(••SPI") to prepare the workplace smoking policy 
guidelines. The EPA knew that SPI had a strong 
financial interest in declaring ETS a carcinogen: SPI 
was in the business of assisting employers to ban or 
restrict smoking in the workplace. For this reason 
alone, it is no surprise that the draft document 
ultimately prepared by the SPI met the EPA's policy 
objective of advocating the restriction of smoking in 
the workplace. 

23. In 1389, the EPA initiated the ETS Risk 
Assessment project. The purported purpose of this 
project was to evaluate the existing research on the 
health effects of ETS and classify ETS according to the 
EPA's carcinogen assessment guidelines. The latter task 
— the classification of ETS — had no legitimate 
research purpose and could serve only a regulatory 
purpose, which was beyond the scope of the EPA's 
authority under the Radon Act. 

24. To prepare the initial draft of the ETS Risk 
Assessment, the EPA hired an outside consultant, Kenneth 
Brown. Mr. Brown prepared the draft without any 
consultation with either the Federal Agency Advisory 
Committee or the Radon Act Advisory Committee, as 
required by the Radon Act. 

25. By 1990, Mr. Brown had prepared the initial 
draft document, which advocated classification of ETS as 
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a Group A ("known human") carcinogen. In May 1990, the 
ETS Draft Risk Assessment was leaked to the media, which 
widely publicized it for more than a month before the 
EPA made copies available to the plaintiffs and the 
public in general. Finally, on June 25, 1990, the EPA 
formally released its review draft, "Health Effects of 
Passive Smoking: Assessment of Lung Cancer in Adults and 
Respiratory Disorders in Children" (hereinafter "ETS 
1990 Draft Risk Assessment"). At the same time, the EPA 
released its draft workplace smoking policy guidelines, 
"Environmental Tobacco Smoke: A Guide to Workplace 
Smoking Policies." 

26. By releasing these two documents together, 
the EPA impermissibly combined the separate functions of 
risk assessment and risk management. At the time when 
the EPA's risk assessment was in the initial stages of 
public review, the EPA's Workplace Smoking Policy Guide 
had already assumed carcinogenicity and was providing 
policy guidelines for "implementing" smoking 
restrictions and "strategies" to reduce exposure to 
smoking. 

27. The EPA subsequently referred the ETS 1990 
Draft Risk Assessment and a portion of the Workplace 
Smoking Policy Guide to the Indoor Air Quality and Total 
Human Exposure Committee (IAQTHEC) of the SAB. The EPA 
violated the Radon Act by failing to refer the draft 
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assessment to the Federal Agency Advisory Committee, the 
Radon Gas Act Advisory Committee, or the entire SAB as 
specifically required by the Act. The IAQTHEC is not 
now nor ever has been composed of individuals 
representing the States, federal agencies, industry or 
public interest organizations. 

28. As a result of this violation of the Radon 
Act, representatives from the States, industry, and 
public interest organizations were effectively and 
unlawfully precluded from participating in the 
evaluation of the EPA Risk Assessment in the manner 
specifically required by Congress. 

29. The IAQTHEC reviewed the EPA's Draft Risk 
Assessment and held a meeting on December 4-5, 1990 in 
Washington, D.C. The IAQTHEC subsequently reviewed a 
revised ETS Draft Risk Assessment at a public meeting in 
Washington, D.C. on July 21-22, 1992. In its report to 
the executive committee of the SAB, IAQTHEC acknowledged 
that a draft of the ETS Risk Assessment did not adhere 
to Agency guidelines for classification of carcinogens, 
but dismissed such concerns with the suggestion that the 
guidelines simply be changed. 

30. On January 7, 1993, EPA released its final 
ETS Risk Assessment. The ETS Risk Assessment designates 
ETS as a Group A (human) carcinogen and projects a 
mortality rate for ETS exposure of approximately 3000 
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lung cancer deaths each year in the United States. 

EPA's projected mortality rate and classification of ETS 
as a Group A carcinogen were Intended to and had the 
effect of placing restrictions on the smoking of 
cigarettes and is therefore agency action in direct 
violation of the Radon Act. 

C. The Nature of Agency Action 
And the Plaintiffs' Harm 

31. The ETS Risk Assessment, which reached the 
regulatory conclusion that ETS is a Group A carcinogen, 
constitutes "agency action" as defined in section 
551(13) of the APA. Moreover, the ETS Risk Assessment 
constitutes "final agency action" within the meaning of 
section 704 of the APA because: 

a. The EPA released the ETS Risk Assessment to 
the public as a final and unequivocal agency 
conclusion and decision; 

b. The ETS Risk Assessment was formally 
released by the EPA administrator; and 

c. The EPA is contemplating no further action 
regarding work on the ETS Risk Assessment. 

32. As a direct and proximate result of the 
release of the ETS Risk Assessment, plaintiffs have been 
severely injured. The assessment was intended to and in 
fact did result in the imposition of greater 
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restrictions on the smoking of cigarettes in public and 
in the workplace. 

33. Specifically, as a result of the ETS Risk 
Assessment and classification of ETS as a Group A 
carcinogen, private entities and governments throughout 
the country have already undertaken action or are 
actively considering taking action to restrict smoking, 
as evidenced below: 

a. Numerous large private employers, including 
Dow Chemical Co., Southern California Edison 
Co., Ratheon Corp., Belz enterprises, Hewitt 
Assoc., and Foster Higgins & Co., have 
expanded workplace smoking restrictions or 
instituted total workplace smoking bans. 

b. Restaurants have initiated smoking bans. 

For example, McDonald's Corporation has 
initiated a test smoking ban in 
approximately 40 of its restaurants. 
McDonald's could expand the ban to include 
all 9000 restaurants in its nationwide fast- 
food chain. 

c. At least one insurance company is offering 
discounts on group term life insurance rates 
for new policyholders who have a 100% smoke- 
free workplace. 
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d. The Board of Directors of the Building 
Owners and Managers Association 
International, representing more than 5 
billion square feet of North American office 
space, passed a resolution supporting a 
federal ban on smoking in the workplace. 

e. The Governors of Kentucky and California 
have already issued executive orders that 
make those states' public smoking laws more 
restrictive. Other states including 
Colorado, Delaware, Hawaii, Illinois, Iowa, 
Kansas, Maryland, Missouri, Minnesota, 
Montana, Nebraska, New York, Ohio, Texas, 
Utah, Vermont, and Virginia have proposed 
legislation to ban or restrict smoking in 
workplaces and other public areas. 

f. The U.S. Secretary of Labor has directed the 
Administrator of the Occupational Safety and 
Health Administration (OSHA) "to commence a 
rulemaking to address the hazards of 
occupational exposure to secondhand smoke." 

g. Legislation was introduced in Congress which 
would prohibit smoking (i) in all federally 
funded indoor facilities that serve children 
under age 18, "Preventing Our Kids From 
inhaling Deadly smoke (PRO-KIDS) Act of 
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1993," and (ii) in all structures owned or 
leased for use by a Federal agency, 
including the executive and judicial branch, 
"Preventing Our Federal Building Workers and 
Visitors Exposure to Deadly Smoke (PRO-FEDS) 
Act Of 1993." 

Plaintiffs' pervasive, ongoing harm is the result of the 
EPA's unlawful conduct, which has occurred and will 
continue to occur unless this Court grants the relief 
plaintiffs seek in this complaint. 

D. The ETS Risk Assessment Is Arbitrary 
and Capricious __ 

34. The EPA conducted the ETS Risk Assessment 
with the predetermined conclusion that ETS is a human 
carcinogen. The EPA reached this conclusion solely for 
policy reasons — to justify smoking restrictions in the 
workplace and discourage smoking in general. To reach 
its conclusion, the EPA manipulated scientific data, 
ignored contrary studies, and employed scientific 
models, assumptions, and methodologies never used before 
and not accepted by the scientific community. Simply 
stated, the ETS Risk Assessment has no scientific 
foundation — it is arbitrary and capricious. 

35. In particular, the EPA bases its risk 
assessment on (a) epidemiologic studies and (b) the 
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purported similarities between mainstream smoke and ETS. 
Neither supports the EPA's conclusion. 

1. Epidemiology 

36. The EPA's use of epidemiology to support its 
Group A carcinogen designation was fundamentally flawed 
for at least three reasons. First, the great majority 
of the epidemiological studies relied on by the EPA do 
not show — and never purported to show — a 
statistically significant association between ETS and 
lung cancer. Second, the EPA refused to consider data 
(including two entire studies) which did not support the 
EPA's conclusions. Third, the EPA was able to produce a 
statistical association only by "reanalyzing" data 
presented in the studies in a manner inconsistent with 
prevailing scientific standards and methodologies. For 
example, the EPA intentionally lowered the confidence 
interval from 95% to 90% to obtain an apparent 
association and failed to control for known confounding 
risk factors. 

(a) Lack of Reported Association 

37. The EPA relied on 11 U.S. epidemiologic 
studies for its classification of ETS as a carcinogen. 
None of those studies reported an overall risk estimate 
for lung cancer that was statistically significant. 
Indeed, as alleged below, even when the EPA lowered the 
statistical confidence limits for the U.S. studies from 
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the standard 95% to 90%, all but one of the 11 studies 
still did not achieve statistical significance. 

38. The EPA also analyzed 19 other epidemiologic 
studies from seven countries other than the United 
States. Of these 19 studies, 13 reported no 
statistically significant overall association between 
ETS and lung cancer. Put another way, of the 30 studies 
reviewed by the EPA in all, 24 — a full 80% — did not 
support the Agency's findings. 

39. The six studies that found a statistically 
significant association were all conducted outside the 
United States. The studies used inconsistent methods 
and reached inconsistent results. The EPA failed to 
investigate whether the statistically significant 
associations reported in those studies were due to ETS 
or were the result of confounding caused by the 
existence of some other risk factors. 

40. In relying on the 30 studies, the EPA 
selectively chose what data to use. Specifically, the 
EPA limited its examination to the reported associations 
between spousal smoking status and lung cancer. 

Although 12 of the 30 studies also considered workplace 
exposure to ETS, the ETS Risk Assessment ignored the 
workplace data. Similarly, although 11 of the 30 
studies contained reports regarding home exposure to ETS 
during childhood, the ETS Risk Assessment ignored that 
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data. The refusal of the EPA to consider these data was 
scientifically unjustified, bias, arbitrary, and 
capricious. 

41. If the EPA had not ignored the data on 
workplace exposure and childhood residential exposure, 
the Agency would have found additional evidence against 
its conclusions. 

a. Ten of the 12 studies examining workplace 
exposure found no statistically significant 
association with lung cancer. The two that 
did involve special circumstances. One of 
the studies (Fontham 1991) is incomplete and 
hence the weak association reported in that 
study cannot be evaluated. The second study 
(Rabat & Wynder 1984) reported a barely 
statistically significant association 
between workplace exposure and lung cancer 
in males and no statistically significant 
association between workplace exposure and 
lung cancer in females. Rabat and Wynder 
stated in their paper that the data on male 
subjects should be interpreted with caution. 

b. If the data on workplace exposure reported 
in the 12 studies are pooled in a 
meta-analysis such as the one conducted in 
the ETS Risk Assessment, the data would 
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yield no association between reported 
workplace exposures to ETS and lung cancer 
in nonsmokers. 

c. Similarly, ten of the 11 studies examining 
home exposure during childhood reported no 
statistically significant association for 
lung cancer in adult nonsmokers. The single 
exception employed a process called "data 
dredging," a method not accepted by the 
scientific community. 

(b) Ignored Studies 

42. The EPA also ignored major studies on ETS 
without explanation. Prior to the release of the ETS 
Risk Assessment on January 7, 1993, two additional 
studies appeared examining the association between 
spousal smoking status and lung cancer (Brownson, 

&1., 1992, and Stockwell, al ., 1992). The Brownson 
study is an especially critical study. Funded in part 
by the National Cancer Institute, the Brownson study is 
one of the largest studies ever conducted on ETS 
exposure and lung cancer incidence. 

43. The EPA had access to both studies well in 
advance of the release of the final ETS Risk Assessment. 
If the EPA had included the Brownson and Stockwell 
studies in their meta-analysis, the Agency would have 
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found no statistically significant increase in lung 
cancer risk. 

44. A meta-analysis including the Brownson and 
Stockwell studies was forwarded to the EPA more than one 
month prior to the release of the final ETS Risk 
Assessment. The EPA chose not to modify its statistical 
calculations in the final ETS Risk Assessment. The 
EPA's failure to include these two studies in its ETS 
Risk Assessment was arbitrary and capricious. 

(c) Other Methodological Flaws 

45. Finally, the EPA's epidemiology has other 
fundamental methodological flaws. To obtain the results 
it wanted, the EPA combined the 11 individual U.S. 
studies using a statistical technique known as meta¬ 
analysis. The EPA's meta-analysis was scientifically 
unsound, arbitrary and capricious for at least five 
reasons. 

46. First, in order to achieve a statistically 
significant association in its final report, the EPA 
lowered the confidence interval from 95% to 90%. A 
confidence interval measures the probability that a 
statistical association was obtained by chance. The 
EPA's lowering of the confidence interval doubled the 
probability that the association was due to chance. The 
EPA's use of a lower confidence interval cannot be 
justified scientifically in light of the following: 
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a. The EPA and other Federal agencies have 
consistently used a 95% confidence interval 
in all other risk assessments that have 
relied upon epidemiological studies; 

b. Virtually all of the ETS studies upon which 
the EPA relied used a 95% confidence 
interval; 

c. The 1990 Draft Risk Assessment used a 95% 
confidence interval; 

d. . Lowering the confidence interval was the 

only way the EPA could reach its conclusion 
of increased risk for the U.S. population; 
and 

e. The ETS Risk Assessment does not discuss the 
effect that lowering the confidence interval 
had on the data. 

47. The effect of the EPA's manipulation of the 
data is revealed when the standard 95% confidence 
interval is used. A meta-analysis of the U.S. studies 
employing all of EPA's (flawed) methodologies and 
assumptions but using a 95% confidence interval yields 
no statistically significant result. And when the 
Brownson and Stockwell studies are added, the results 
are not statistically significant even at a 90% 
confidence interval. 
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48. Second, the EPA ignores the high likelihood 
that confounding factors might be responsible for the 
reported association between spousal smoking status and 
lung cancer. The scientific literature identifies the 
following factors as potential confounders: diet, 
personal medical history, family health history, 
lifestyle choices, occupational factors, and 
environmental factors. Yet, the ETS Risk Assessment 
does not even acknowledge the existence of confounders. 

49. Further, the EPA was able to obtain a risk 
estimate for ETS of only 1.19, when a risk estimate of 
1.0 shows no association at all. Epidemiologists agree 
that any relative risk of less than 2.0 is weak. The 
EPA ignores this fact and the fact that the relative 
risks for some of the confounding factors exceed 2.0 and 
are large enough to account completely for the reported 
association between spousal smoking status and lung 
cancer. 

50. Third, the ETS Risk Assessment ignores 
various sources of bias in the spousal smoking studies. 
These include publication bias, recall bias among cases, 
disease misclassif ication, and diagnostic 
misclassification. The EPA identifies only one bias — 
smoking status misclassification — and adjusts for it 
by employing a scientific model that had been neither 
subjected to peer review nor published. The model 
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contains numerous mathematical and conceptual errors, 
including a misclassification rate that is not 
representative of the U.S. population. If a realistic 
misclassification rate were used, EPA's meta-analysis 
would yield no significant association between spousal 
smoking status and lung cancer. 

51. Fourth, the ETS Risk Assessment is not based 
on accurate or verifiable information concerning 
individual exposure to ETS. The EPA relied upon 
questionnaires whose accuracy depends on the 
individual's ability to recall past events, such as how 
much a husband smoked in the past 20 to 30 years. 
People's recollection about such events over such a long 
period of time is inherently unreliable, and no attempt 
was made to verify the information obtained. 

52. Finally, the EPA's meta-analysis violated 
the most fundamental principle of meta-analysis — it 
did not aggregate similar data. For example, some of 
the studies attempted to account for bias and the 
existence of confounding risk factors; others did not. 

In conducting the meta-analysis, the EPA combined data 
irrespective of whether the data were raw, "adjusted," 
or presented in summary form — none of which are 
comparable. 

53. As alleged above, notwithstanding all of its 
manipulations and methodological flaws, the EPA was able 
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to calculate a risk estimate for ETS of no higher than 
1.19 — under any test, an extremely weak indication of 
risk. Nonetheless, the EPA decided to place ETS in the 
highest category of carcinogens established in the 
Carcinogen Assessment Guidelines: a Group A (known 
human) carcinogen. 

2 "Biological Plausibility" 

54. The EPA excuses the weaknesses of the 
epidemiologic data on which it relied by claiming 
"biological plausibility" — that active smoking and 
exposure to ETS are the same. But, as with its meta¬ 
analysis, the ETS Risk Assessment's comparisons of ETS 
and mainstream smoke (the smoke inhaled by the smoker) 
are based on a selective review of the literature, 
coupled with a series of unfounded — and demonstrably 
false — assumptions. Indeed, previous scientific 
reviews of ETS — including reviews by the U.S. Surgeon 
General and the National Academy of Sciences — have 
cautioned against such comparisons, stressing that there 
are significant differences between ETS and mainstream 
smoke that make any such comparison scientifically 
unjustified. 

55. ETS is a highly diluted, aged, and 
chemically altered mixture of sidestream smoke (the 
smoke emitted from the burning end of the cigarette) and 
exhaled mainstream smoke. The chemical composition of 
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this mixture changes as it ages and interacts with other 
materials present in a room. The tobacco smoke to which 
the nonsmoker is exposed is both physically and 
quantitatively different from mainstream smoke. 

56. The ETS Risk Assessment totally ignores 
these differences and does not attempt any chemical 
comparison of ETS and mainstream smoke. For example, it 
does not attempt to ascertain which components of 
mainstream smoke are allegedly responsible for claimed 
adverse health effects and whether those components are 
present in ETS (and, if so, at what levels). 

57. The animal evidence discussed in the ETS 
Risk Assessment also provides no support for the 
proposition that mainstream smoke and ETS are similar. 
There are no reported mouse skin painting studies of ETS 
condensate. There also are no implantation studies of 
ETS condensate, and in vitro genotoxic studies provide 
neither direct nor sufficient evidence of 
carcinogenicity. 

58. Instead, the EPA cites studies that have 
used undiluted sidestream smoke condensate collected 
under conditions that could easily have modified the 
condensate. For these purposes, the EPA Risk Assessment 
assumes that sidestream smoke is identical to ETS. This 
assumption is no more justified than is the assumption 
that ETS is identical to mainstream smoke. 
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59. In short, in light of the available 
scientific literature, the ETS Risk Assessments 
comparison of ETS and mainstream smoke cannot justify 
either reliance on the extremely weak ETS epidemiology 
or the application of active smoking epidemiology to 
ETS. The ETS Risk Assessment's approach does not even 
begin to satisfy the basic principles of hazard 
identification in conducting risk assessments. 

60. Finally, even if there were a legitimate 
basis for comparing active smoking to ETS, the 
comparison would not support a finding of significant 
risk from exposure to ETS. Epidemiologic studies 
indicate that active smoking of fewer than four 
cigarettes per day is not associated with a significant 
increased incidence of lung cancer. Four cigarettes pier 
day far exceeds the highest dose attributable to ETS. 
Published exposure estimates indicate that a nonsmoker 
exposed to ETS under everyday conditions would have to 
spend from 100 to 1000 hours in an office, restaurant, 
or public place where smoking is occurring in order to 
be exposed to the equivalent of even a single cigarette. 

E. The EPA's Failure to Follow 
Its Own Guidelines_ 

61. The EPA was only able to release the ETS 
Risk Assessment by (1) violating the Radon Act which 
limits the EPA's authority over ETS research, (2) 
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failing to comply with the congressional directive that 
EPA conduct its research with the assistance of advisory 
committees reflecting various points of view including 
that of industry and, (3) ignoring its own policies and 
guidelines. The EPA's violations of congressional 
requirements are alleged supra at paragraphs _ - _. 

62. In conducting its ETS Risk Assessment, the 
EPA failed to comply with the following agency 
guidelines: (a) "Guidelines for Carcinogen Risk 
Assessment," 51 Fed. Reg. 33,92 (Sept. 24, 1986) 
("Carcinogen Assessment Guidelines") and (b) "Guidelines 
for Exposure Assessment," 57 Fed. Reg. 22,88 (May 29, 
1992) ("Exposure Assessment Guidelines"). In addition, 
the EPA violated its policies as set out in Credible 
Science. Credible Decisions . The R eport of the Expert 
Panel on the Role o f Science at EPA (March 1992) 

f" Safeguarding the Future "). 

1. Carcinoge n Assess ment Guidelines 

63. In 1986, the EPA issued the Carcinogen 
Assessment Guidelines to ensure that the agency follows 
uniform scientific standards and procedures in 
evaluating suspected carcinogens. Compliance with the 
guidelines is mandatory, and members of the general 
public, including plaintiffs, have a legitimate 
expectation that the guidelines will be followed: 
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The purpose of these Guidelines is to 
promote quality and consistency of 
carcinogen risk assessment within the 
EPA and to in form those outside the EPA 
about its approach t o carcino gen risk 
assessment . These Guidelines emphasize 
the broad but essential aspects of risk 
assessment that are needed by experts 
in the various disciplines required 
(e.g., toxicology, pathology, 
pharmacology, and statistics) for 
carcinogen risk assessment. 

51 Fed. Reg. at 33,93. (Emphasis added.) 

64. The purpose of these guidelines is to 
prevent exactly what occurred in this case: performance 
of a risk assessment based on policy, not science. The 
ETS Risk Assessment violated the Carcinogen Assessment 
Guidelines in at least eight respects. 

65. First , the Carcinogen Assessment Guidelines 
require that inferences of causation based on 
epidemiology meet three criteria: 

1. There is no identified bias that 
could explain the association. 

2. The possibility of confounding has 
been considered and ruled out as explaining 
the association. 

3. The association is unlikely to be due 
to chance. 

51 Fed. Reg. at 33,99. (Emphasis added.) The ETS Risk 
Assessment complies with none of these criteria. As 
noted above, the EPA ignored numerous sources of bias, 
failed to account for confounding factors identified in 
the scientific literature, and violated widely accepted 
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principles of statistical analysis designed to minimize 
the possibility that an association is due to chance. 

66. Second , because ETS is designated as a 
Group A carcinogen, the Carcinogen Assessment Guidelines 
require the EPA to ensure that "[sjtudies are evaluated 
according to sound biological and statistical 
considerations and procedures." 51 Fed. Reg. at 33,94. 
However, as set forth above, to obtain a conclusion of 
increased risk, the EPA used unsound statistical 
considerations and procedures in lowering the confidence 
intervals in the epidemiologic studies from 95% to 90% 
and in performing a meta-analysis of dissimilar, already 
aggregated data. Moreover, the EPA engaged in 
unjustified biological assumptions in applying the 
studies on mainstream smoke to ETS. 

67. Third , because ETS is designated as a 
Group A carcinogen, the Carcinogen Assessment Guidelines 
require that the EPA's evidence from epidemiologic 
studies be "sufficient." 51 Fed. Reg. at 34,000. The 
opposite is clearly true. As noted above, none of the 
epidemiological studies conducted in the United States 
reviewed by the EPA reported a statistically significant 
association, and a full 80% of all studies reported no 
statistically significant risk. The existing scientific 
evidence is simply not "sufficient" to support the EPA's 
conclusions. 
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68. Fourth . because the Risk Assessment purports 
to assess ETS quantitatively by estimating lung cancer 
deaths from ETS exposure, the Carcinogen Assessment 
Guidelines require the assessment to contain a section 
"in which the results of [a] dose-response assessment 
must be combined with an estimate of the exposures to 
which the populations of interest are likely to be 
subject." 51 Fed. Reg. at 33,998. As alleged above, 
EPA's dose-response and exposure assessments ignore the 
existing literature and are manifestly inadequate. 

Those assessments were then combined into a risk 
characterization that also is scientifically unsound. 

69. Fifth , the Carcinogen Assessment Guidelines 
require the EPA to give full consideration to "all 
relevant scientific information." 51 Fed. Reg. at 
33,992. Yet, the EPA refused to consider two published 
epidemiologic studies on spousal smoking status and lung 
cancer, one of which is among the largest ever 
conducted. The EPA also failed to consider (i) the 
workplace exposure data reported in 12 of the 30 studies 
examined in the risk assessment, (ii) the data on home 
exposure during childhood reported in 11 of the 30 
studies, (iii) the data from well over 35 published 
studies which monitored ETS constituents in indoor air, 
(iv) data regarding the physical and chemical 
characterization of ETS, (v) results from published 
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animal studies and In vitro studies, and (vi) data on 
identified sources of bias and confounding factors. 

70. sixth , the Carcinogen Assessment Guidelines 
require the EPA to "fully present" all relevant 
scientific information in the ETS Risk Assessment 
document. 51 Fed. Reg. at 33,992. The ETS Risk 
Assessment fails to "fully present" the critical 
scientific information alleged above. 

71. Seventh . the Carcinogen Assessment 
Guidelines require the EPA to "use the most 
scientifically appropriate interpretation to assess 
risk." 51 Fed. Reg. at 33,992. Again, the EPA did the 
opposite. As alleged above, the EPA improperly lowered 
the confidence intervals, combined dissimilar data into 
a meta-analysis, and applied the data on mainstream 
smoke to ETS. 

72. Eighth . the Carcinogen Assessment Guidelines 
require agency scientists to "identify the strengths and 
weaknesses of [the ETS Risk Assessment] by describing 
uncertainties, assumptions and limitations, as well as 
the scientific basis and rationale" for the assessment. 
51 Fed. Reg. at 33,992. The EPA failed to even mention 
— let alone describe — the numerous uncertainties, 
assumptions and limitations alleged in the foregoing 
paragraphs, despite having received detailed, written 
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comments relating to all of them well in advance of the 
release of the ETS Risk Assessment. 

73. Given the inadequacy of the ETS 
epidemiology, the critical differences between ETS and 
mainstream smoke, and the lack of supportive animal 
data, the Carcinogen Assessment Guidelines prohibit the 
classification of ETS as a Group A carcinogen. Indeed, 
no other substance has been classified as a Group A 
carcinogen based on (i) a clear majority of 
epidemiologic studies finding no statistically 
significant association or (ii) extrapolation of data 
from one substance to another. Moreover, no other 
substance has been classified as a Group A carcinogen 
when there has been such a complete absence of 
corroborating animal data. 

2. Exposure Assessment Guidelines 

74. In 1992, the EPA issued its Exposure 

Assessment Guidelines which also govern EPA risk 
assessments. Like the Carcinogen Assessment Guidelines, 
the purposes of the Exposure Assessment Guidelines are 
“to promote consistency and technical quality in risk 
assessment, and to ensure that the risk assessment 
process is maintained as a scientific effort separate 
from risk management.“ 57 Fed. Reg. at 22,888. 
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75. The ETS Risk Assessment violated the 
Exposure Assessment Guidelines in at least three 
respects. 

a. First, the Exposure Assessment 
Guidelines require that "exposure estimates 
along with supporting information ... be fully 
presented in Agency risk assessment documents." 

57 Fed. Reg. at 22,888. This was simply not 
done. For example, the EPA completely failed to 
include the data from over 35 studies which 
monitored ETS constituents in indoor air. 

b. Second, the guidelines direct the EPA to 
"identify the strengths and weaknesses of each 
assessment by describing uncertainties, 
assumptions, and limitations, as well as the 
scientific bases and rationale for each 
assessment." 57 Fed. Reg. at 22,888. As noted 
above, the EPA made no effort to identify the 
numerous uncertainties, assumptions and 
limitations of itB risk assessment alleged above. 
The EPA even failed to mention the critical fact 
that no actual exposure data exist for anv of the 
epidemiologic studies relied upon by the ETS Risk 
Assessment. Instead, the epidemiologic studies 
"manufactured" their own "exposure data" based on 
flawed assumptions that were never validated. 
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c. Finally, the Exposure Guidelines require 
that "[e]xposure information must be clearly 
linked to the hazard identification and dose- 
response relationship." 57 Fed. Reg. at 22,905. 
This also was not done. The EPA failed to 
include in the ETS Risk Assessment a 
scientifically valid hazard identification 
evaluation, which, at a minimum, would have taken 
into account chemical and animal studies on ETS. 
Likewise, the EPA failed to include a dose- 
response evaluation that reviewed the actual data 
and results reported in the epidemiologic 
studies. 

3. Safeguarding the Future Report 
76. As noted in paragraph l above, in March 1992 
an expert panel convened to study the role of science in 
the EPA issued a report entitled Safeguarding the 
Future; Credible Science. Credible Decisio ns. The 
Report of the Expert Panel on the Role of Science at 
EPA . (March 1992). The Safeguarding the Future Report 
offered the following criticisms and conclusions: 

a. "EPA . . . does not give sufficient 
attention to validating the models, scientific 
assumptions, and databases it uses; 1 * 

b. "EPA has not always ensured that 
contrasting, reputable scientific views are 
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well-explored and well-documented from the 
beginning to the end of the regulatory process;" 

c. "EPA science is perceived by many 
people, both inside and outside the Agency, to be 
adjusted to fit policy. Such 'adjustments' could 
be made consciously or unconsciously by the 
scientist or the decisionmaker;" and 

d. "The interpretation and use of science 
is uneven and haphazard across programs and 
issues at EPA." 

77. The EPA accepted the criticisms of its 
science set out in the Report. The EPA also made it 
binding aoencv policy to implement the Report's 
recommendations. 

78. Virtually all of the Report's criticisms are 
applicable to the EPA's activities with respect to ETS. 
As detailed in the paragraphs above, the EPA has 
violated agency assessment guidelines, manipulated data, 
ignored studies, breached accepted principles of 
statistical analysis, and misinterpreted animal and in 
vitro studies. All this was done for a single purpose: 
to provide the EPA and others with a "scientific 
foundation* on which to base a preordained policy of 
smoking restriction. Indeed, as noted above, the EPA 
initiated the policymaking process before undertaking 
its own scientific review of the alleged hazard. ( See 
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Paragraphs _ to _.) In direct violation of agency 

policy and in Orwellian fashion, the EPA "adjusted” its 

t 

science to fit its antisraoking social agenda. 


COUNT I 

THE ETS RISK ASSESSMENT AND THE RESULTING 
ETS CLASSIFICATION WAS CONDUCTED UNLAWFULLY, 
ARBITRARILY, CAPRICIOUSLY, AND IN VIOLATION 
_ OF DUE PROCESS _ 

79. Plaintiffs incorporate herein by reference 

paragraphs 1 through _ of the complaint. 

80. The ETS Risk Assessment and the resulting 
ETS classification as a Group A carcinogen are based on 
incomplete, irrelevant, and inconsistent data. 

81. The ETS Risk Assessment ignores available, 
persuasive scientific data contrary to its conclusions. 

82. The ETS Risk Assessment utilizes models, 
assumptions, and methodologies that are inaccurate, 
flawed, and not accepted by the scientific community. 

In conducting and issuing the ETS Risk Assessment, 
defendants altered EPA's usual and typical procedures 
and methodologies to support the conclusion that ETS is 
a Group A carcinogen when use of EPA's usual and typical 
procedures and methodologies would not support that 
conclusion. 

83. The ETS Risk Assessment is not supported by 
existing state of scientific or medical knowledge. 
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84. Defendants' actions in initiating, 
sponsoring, conducting, issuing, and releasing the ETS 
Risk Assessment are "arbitrary, capricious, an abuse of 
discretion, or otherwise not in accordance with law,” as 
provided in Section 706(2)(A) of the APA, and violate 
plaintiffs' due process rights. 

85. As a direct and proximate cause of 
defendants' unlawful acts, plaintiffs have been 
seriously injured as set forth herein. 

WHEREFORE, plaintiffs pray this Court grant the 
plaintiffs the following relief: 

(A) To declare that the ETS Risk Assessment was 
conducted unlawfully, arbitrarily, capriciously, in 
violation of precedures required by law, and in 
violation of due process; 

(B) To declare that the resulting EPA 
designation of ETS as a Group A carcinogen is unlawful, 
arbitrary and capricious; 

(C) To grant an injunction requiring EPA to 
withdraw its classification of ETS as a Group A 
carcinogen and to withdraw the ETS Risk Assessment upon 
which that classification is based; and 

(D) To grant plaintiffs such additional relief 
that the Court may deem just and proper. 
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COUNT II 

EPA ILLEGALLY CONDUCTED THE ETS RESEARCH 

PROGRAM AND IT LACKED AUTHORITY UNDER THE 
RADON ACT TO PREPARE AND ISSUE THE RISK 
ASSESSMENT ON ETS AND TO CLASSIFY ETS, THEREBY 
VIOLATING PLAINTIFFS' DUE PROCESS RIGHTS 

86. Plaintiffs incorporate herein by reference 

paragraphs 1 through _ of the complaint. 

87. An administrative agency has no power to act 
unless and until Congress confers power upon it. To the 
extent EPA has any authority over ETS, it derives from 
the Radon Act. 

88. Section 401 of the Radon Act provides EPA 
with authority restricted to conducting "research, 
development, and related reporting, information 
dissemination, and coordination activities." The Radon 
Act expressly bars the EPA from carrying out "any 
regulatory programs." 

89. Defendants, purporting to rely on the Radon 
Act, have conducted and issued the ETS Risk Assessment 
and have classified ETS as a "Group A carcinogen." 

90. The ETS Risk Assessment is not research or 
related activities as narrowly authorized by the 
statute. Furthermore, EPA's classification of ETS as a 
Group A carcinogen has no legitimate research purpose, 
but is designed and intended solely to achieve a 
regulatory impact and effect. In conducting and 
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releasing the ETS Risk Assessment and in classifynig ETS 
as a Group A carcinogen, defendants have gone beyond 
research on an indoor air constituent and instead have 
conducted a unique, unauthorized and unlawful health 
risk assessment. 

91. EPA exceeded its statutory authority under 
Sections 403 and 404 of the Radon Act by conducting and 
issuing a risk assessment on ETS and by classifying ETS 
as a Group A carcinogen. 

92. Defendants further violated the Radon Act by 
not properly establishing the Radon Act Advisory 
Committee mandated by Section 403 (c) of the Radon Act. 
The Radon Act provides that that Committee is to provide 
EPA with the input from industry and the public required 
to assist the defendants in carrying out research 
programs under the Radon Act. Because no such committee 
was ever formed, the defendants' activities regarding 
ETS research and related activities also violate the 
Radon Act and exceed EPA's statutory authority. 

93. Under Section 403(c) of the Radon Act, the 
Administrator was also required to establish a Federal 
Agency Advisory Committee composed of individuals 
representing Federal Agencies. Although the EPA 
Administrator has designated The Committee on Indoor Air 
Quality (CIAQ) as this Federal Agency Advisory 
Committee, the CIAQ in fact has not assisted the 
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Administrator in carrying out the research program. For 
this additional reason, the defendants' activities 
regarding ETS research and related activities further 
violate the Radon Act and exceed EPA's statutory 
authority. 

94. EPA's action in conducting and issuing the 
ETS Risk Assessment is "in excess of statutory 
jurisdiction, authority, or limitations or short of 
statutory right" and, therefore, is in derogation of the 
public interest as defined by the statute passed by 
Congress and should be held "unlawful" and "set aside" 
in accordance with section 706(2) of the APA and in 
accordance with plaintiffs' due process rights. 

95. As a direct and proximate cause of 
defendants' unlawful acts, plaintiffs have been 
seriously injured as set forth herein. 

WHEREFORE, plaintiffs pray this Court grant the 
plaintiffs the following relief: 

(A) To declare that EPA's performance and 
issuance of the ETS Risk Assessment and classification 
of ETS as a Group A carcinogen exceeded its authority 
prescribed by Sections 403 and 404 of the Radon Act, and 
thereby was in contravention of Section 706(2)(C) of the 
APA and violated plaintiffs' due process rights; 

(B) To declare that any ETS research programs, 
including the results thereof, conducted pursuant to the 
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authority of the Radon Act without the assistance of the 
Federal Agency Advisory Committee or the assistance of a 
properly comprised Radon Act Advisory Committee are 
unlawful because they are in excess of the authority of 
the defendants; and 

(C) To declare the ETS Risk Assessment and 
classification were conducted unlawfully and in 
violation of statutory procedures; 

(D) To grant an injunction requiring EPA to 
withdraw its classification of ETS as a Group A 
carcinogen, to withdraw its ETS Risk Assessment and to 
withdraw the results of its ETS research program; and 

(E) To grant plaintiffs such additional relief 
that the Court may deem just and proper. 


COUNT III 

DEFENDANTS HAVE VIOLATED DUE PROCESS 
AND THE APA BY FAILING TO COMPLY 
WITH EPA'S OWN POLICY AND GUIDELINES AND 
WITH OTHER PROCEDURES REQUIRED BY LAW 

96. Plaintiffs incorporates herein by reference 

the allegations contained in paragraphs 1 through _ 

of this Complaint. 

97. In their activities related to the ETS Risk 
Assessment, defendants violated the Carcinogen 
Assessment Guidelines. 
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98. In their activities related to the ETS Risk 
Assessment, defendants violated their Exposure 
Assessment Guidelines. 

99. In their activities related to the ETS Risk 
Assessment, defendants violated EPA's policies as set 
forth in the Safeguarding the Future report . 

100. Defendants' violations of EPA policies and 
guidelines as set forth above, individually and 
collectively, ensured a conclusion (that ETS is a 
Group A carcinogen) that could not have been reached but 
for such violations. 

101. As a result of defendants' violation of 
EPA's guidelines and policies, the ETS Risk Assessment 
was conducted "without observation of procedure required 
by law" under Section 706(2)(D) of the APA and in 
violation of due process. 

102. As a direct and proximate cause of 
defendants' unlawful acts, plaintiffs have been 
seriously injured as set forth herein. 

WHEREFORE, plaintiffs pray this Court grant the 
plaintiffs the following relief: 

(A) To declare that defendants conducted the ETS 
Risk Assessment unlawfully, arbitrarily, capriciously, 
in violation of procedures required by law" under 
Section 706(2)(D) of the APA and in violation of due 
process; 
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(6) To declare that the ETS Risk Assessment and 
the resulting EPA designation of ETS as a Group A 
carcinogen is unlawful , arbitrary and capricious; 

(C) To grant an injunction requiring EPA to 
withdraw its classification of ETS as a Group A 
carcinogen and to withdraw its ETS Risk Assessment; and 

(D) To grant plaintiffs such additional relief 
that the Court may deem just and proper. 
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INTER-OFFICE CORRESPONDENCE 

120 PARK AVENUE, NEW YORK, N.Y. 10017 


PHILIP MORRIS COMPANIES INC. 

% 


PRIVILEGED AND CONFIDENTIAL 


To: 

From: 

Subject: 


Michael A. Miles 


Murray H. Bring 



O AND A BOOK 


Date: April 26, 1993 


I have re-read the Q Mid A Book over the weekend and I think it is in pretty 
good shape. There are a few points that I would change: 

T.ast Minute O and A's - PM Corporate - Question 2 

I think the answer to the question "Why has the Company stopped buying stock?" 
should be identical to what Hans says in the script, i.e .. that we have discontinued 
share repurchases, but that we have $1.2 billion of authorized funds still available, 
and that we will use them as circumstances warrant. 

Last Minute O and A's - PM USA - Question 23. Page 8 

This is the identical question that appears on Page 13, Question 37. I believe that the 
answer appearing on Page 13 is the appropriate one, and not the answer on Page 8, 

Shareholder Issues - Acquisitions and Divestitures - Question 2 

In response to the question "Why not spin food off? Beer?", I think we should 
delete the last sentence ("We think our diversification into food and beer has been 
successful.") I would stick with the first sentence, "We see no reason to do so." 

Shareholder Issues - Advertising and Promotion - Question 15 - Page 9 

The suggested answer does not indicate in which country we had negotiations with 
the Health Minister. That country is Belgium. 

Shareholder Issues - Advertising and Promotion - Question 18 - Pages 10 and 11 

I think that the new bullet point added on Page 11 is not phrased as well as die same 
point made previously under Business Issues - Tobacco Operations - Page 13 - 
Question 11. I would use the earlier formulation. 

Shareholder Issues - Executive Compensation - Question 1 - Page 13 

With respect to the acceleration of incentive award payments, I do not think we can 
say that the payments were not made in anticipation of higher federal tax rates this 
year, as the first bullet point suggests. In fact, the third bullet point indicates that we 
did accelerate part of the payment for tax reasons. 

RECEIVED 

APR 26 199* 
MICHAEL A * 
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Shareholder Issues - Health - Tobacco - Question 1 - Page 1 

I think that the answer to this question should start with the following statement: 

"We cannot comment on any pending grand jury investigation. However, 
since the existence of this investigation has been discussed in the press, I can 
say that we think the investigation was triggered by a recent opinion of New 
Jersey Federal Judge H. Lee Sarokin, in which he asserted that the industry 
and its lawyers may have fraudulently misled the public about the health 
effects of cigarette smoking." 

I would then pick up with the second and third bullet points. 

Shareholder Issues - Health - Question 6 - Page 8 

I would change die opening phrase of the first bullet point to read that "nearly one- 
third of adult Americans smoke". 

Business Issues - Tobacco Operations - Question 6 - Page 3 

I would avoid a direct response to the question whether our current strategy 
constitutes a price war. I think we should simply use the second bullet point, which 
is that this is an effort to make Marlboro's price more affordable. 


cc D. X. Bartlett 
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April 23,1993 



Mike, 

Take a look at this and see whether it is what 
you require. We can provide you with pictures 
and market shares if necessary. 

We certainly have all of the brands here that are 
more than 1/10 of a share and have given all of 
the private labels that we know of today; but that 
is changing also by the day. 

Any questions or comments, please call. 


RECEIVED 

APR 23 1993 
MICHAEL A. MILES 
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BRANDS BY PRICE HER 


PHILIP 


BROWN & 




MORRIS 

RJ.REYNOLDS 

WILUAMSON 

LORILLARD 

AMERICAN 

LIGGETT 


PREMIUM 


MARLBORO 

WINSTON 

KOOL 

NEWPORT 

PALL MALL 

L&M 

B&H 

SALEM 

BELAIR 

KENT 

CARLTON 

CHESTERFIELD 

MERIT 

CAMEL 

CAPRI 

TRUE 

LUCKY STRIKE NON-FILTER 

EVE 

VIRGINIA SLIMS 

PARLIAMENT 

SARATOGA 

COMMANDER 

PLAYERS BLACK 

CARTIER 

VANTAGE 

MORE 

NOW 

RfTZ 

RALEIGH 

BARCLAY 

MAX 

SATIN 

TRIUMPH 

HARLEY DAVIDSON (T, PREM/MID) 

SILVA THINS 

TAREYTON 

TALL 

URK 


MID-PRICED 



CAMBRIDGE 

DORAL 

RICHLAND 

ALPINE 

STERLING 

RICHLAND 25S 

BRISTOL 

MAGNA 

VICEROY 

BUCKS 

CENTURY 25S 

SAVANNAH 

PLAYERS LTS 25S 




HARLEY DAVIDSON (T. PREM/MID) 

BULL DURHAM 

PYRAMID 

STYLE 

CROWNS OF LONDON 


OLD GOLD 

LUCKY STRIKE 

MISTY 

MONTCLAIR 

AMERICAN FILTEFM.TS 
MALIBU 

RIVIERA 



LOWEST PRICED 

BLACK & WHITES BLACK & WHITES 

BASIC BEST VALUE 

ALL AMERICAN MONARCH 


BLACK & WHITES 
RALEIGH EXTRA 
GFC 


PRIVATE LABELS 

PFEMIUMBUY 

BESTBUY 

GPA 

GENCO 

BRONSON 

TOP CHOICE 

F&L 

GRIDLOCK 

NO FRILLS 

SHENANDOAH 


ERIVATE-LABELS- 

AUSTIN 

CARDINAL 

CAVALIER 

FORSYTH 

JACKS 

SUNDANCE 

MARKER 

VALUE PRIDE 

WORTH 


MONEY 

* THIS IS NOT A COMPLETE UST 
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BLAQK &WH I TES 
PRIVATE STOCK 
PRNE 
SUMMIT 


BLACK & WHITES 
BLACK & YELLOW 
CUSS A 
FUVOR 
QUALITY 
FEDERATED 


PRIVATE UBELS * 
ALWAYS 
COST CUTTER 
ECONOBUY 
EPIC 
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VSP PROBLEM SUMMARY 


Plans for die Voluntary Separation Plan (VSP) retirement estimates began in November 1992. 
Benefit incentives and effective dates changed several times prior to the VSP implementation. 
The official effective date and program parameters required data changes to be added to the 
system program. 

Due to time constraints, staffing resources and cost savings the estimate calculation process was 
out sourced to the firm of Towers, Perrin* Foster and Crosby (TPF&C). TPF&C is the actuary 
firm who currently holds the contract for finding our retirement plans. TPF&C had demographic 
information on our employees and Philip Morris supplied them with the additional data required 
to calculate the estimates. 

The estimates were completed within the five (S) day turnaround period. Out of the 1,131 
estimates, Philip Morris did a random sampling of the calculations and found no errors. The data 
was sent to the eligible employees February 2, 1993, and the decision to accept the program was 
made based on the information contained in a letter and discussed in an interview. Interviews 
were available February 6 through 19. 

When the final earnings were available March S, 1993, the final calculations were completed by 
Philip Morris Benefits staff It was discovered that twelve (12) estimates had been overstated 
ranging from $150.00 to $350.00 affecting people who had accepted the program. After 
contacting TPF&C they discovered that a total of fifty-five (55) estimates were in error. 

The errors resulted from the use, by TPF&C, of an incorrect retirement group code. This, in turn, 
overstated the retirement benefit payable by $10 per years of service. The confusion over the 
correct job code rdates to a union contract provision which bases a retirement benefit on the 
tenure in a job classification prior to an employees retirement. 

Each affected participant was contacted and offered compensation (one year's worth of the 
difference) for the error or return to work to prior position. Eleven (11) of the twelve (12) 
affected retirees accepted the compensation and one returned to work. One (1) of the two (2) 
employees who had the understated benefit accepted the program and the other declined. 
Resulting in four hundred seventy-one (471) participants accepting the program and one returning 
to work. 

We regret this unfortunate situation occurred and the inconvenience to the affected employees. 
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Proposed answer for M. Miles at Stockholder's Meeting for VSP issue 

Q. I have heard that some recent PMUSA hourly retirees who retired under a Voluntary 

Separation Program, were not given their "foil" pension. They were told they could retire 
with a lower pension or return to work. What is being done for these people? 

A. This issue involves a small group of employees in the Richmond Tobacco manufacturing 

facilities who voluntarily elected an early retirement paclcage. Twelve (12) employees 
who elected this program were given a monthly pension estimate that was, in fact $100 to 
$300 dollars higher than the actual amount they will receive as a retiree. 

Although there is no legal requirement to do so, the company offered these employees the 
choice to return to their former positions with no loss in pay or seniority, or twelve (12) 
months of the pension overage if they choose to remain retired. 

This was an unfortunate situation but Philip Morris has designed a solution that would not 
penalize these effected individuals. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 


2023003708 



- 8 - 


• The GAO report further cited EPA for financial mismanagement of the 
Superfund program that resulted in the loss to the government of 
hundreds of millions of dollars. 

• GAO had issued a similarly critical report in 1988 to incoming President 
Bush. 

5. Given EPA’s recent action classifying ETS as a Class A carcinogen, shouldn’t 

PM halt or significantly reduce its cigarette production? 

• No. We ar e committed to our domestic and worldwide tobacco 
business, and we will continue to point out the obvious flaws inh erent in 
the EPA’s report on ETS. 


6. What is PM’s position on smoking in restaurants, offices and other public 

places, in light of the EPA’s risk assessment? 

• Nearly one-third of Americans smoke, and we support the reasonable 
accommodation of smokers and non-smokers in public places and in the 
workplace. 

• We encourage smokers to be courteous and use common sense while 
smoking, and seek fairness from non-smokers. 

• Nearly 66% of respondents to a national survey favor accommodation of 
smokers and non-smokers in restaurants and other public places. 
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7. 


What is PM’s response to the claim by the EPA that exposure to ETS increases 

the risk of respiratory problems in children? 

• A growing number of complaints of childhood respiratory problems are 
associated with poor indoor air quality in schools and day-care centers 
where ETS is not a factor. 

• It is not possible to determine whether environmental tobacco smoke or 
other agents are responsible for respiratory diseases in children. 

• Other factors, such as socioeconomic factors, exposure to contagion and 
indoor pollutants other than ETS have all been linked to respiratory 
illness in children. 


i 'w 


Studies which EPA has relied on are inconclusive and inconsistent with 


a t least 25 other independent studies that report no statistically significant 
association between respiratory disease in children and ETS. 


WWChii Mr** ** tr*- wt ^ '■ 


8. What impact will the EPA announcement have on cigarette consumption and 

PM’s tobacco business? 

• We foresee more attempts to impose smoking restrictions and, therefore, 
fewer opportunities for adults who smoke to use our products 

• We will continue to encourage businesses, restaurants and other places 
where smokers and non-smokers gather in close proximity to adopt 
policies of accommodation of both smokers and non-smokers. 
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9. Do you anticipate more liability suits as a result of the EPA statement? 

(new) • Certainly such lawsuits are possible, but so far no U.S. tobacco company 
has paid so much as a penny in damages as a result of any product 
liability claim. 


ir 



We expect we will prevail in all future product liability cases, just as we 
have i n the past. ______^ 


10. What is PM doing for its employees who are exposed to ETS in the workplace? 

• We accommodate both smokers and non-smokers in our workplaces 

• S We provide individual ,smoking and non-smoking locations for those 

( employees who request them. ___ 

• The maintenance of our ventilation systems meets or exceeds current 
HVAC standards as established by the American Society of 
Heating,Refrigerating and Air Conditioning Engineers (ASHRAE). 


11 As a non-smoker sitting in the audience, am I at risk because of the cigarette 
smoke in this room? 

• No, you are not at risk because the scientific evidence does not 
support a causal link between ETS exposure and disease. 
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Food 

12. What is Kraft doing about customers’ health concerns? 

• We are aggressively marketing a number of “Light” and Fat Free 
cheeses, lower in cholesterol and calories 

• We also market Light and Lower Fat versions of our key brands 

13 Is Kraft worried about cholesterol in its cheese products? 

• The new FDA “Food Pyramid" includes dairy/cheese products as part of 
a balanced diet 
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Human Resources 
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2. How many people were laid off in 1992? 

• During 1992 we have taken steps to re-align our work force throughout 
the country and in all our companies. 

have been affected by a number of factors 
such as early retirement programs, plant closings, resignations, attrition, 
and restructuring of operations. 
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3. How were these employees treated? 

• Approximately 15% were offered early retirement. 

• All others given severance pay and outplacement support. 

• We have an extensive program to assist laid off employees when 
facilities are closed. 

4. Is this fair to long service employees? 

• Early retirement program was voluntary. 

• Plant closings affected wide range of employees. There was no 
specific impact on employees with longer length of service. 

(new) • Many severance programs are keyed to length of service, but in some 
instances (e.g. reduction in force) they are not. 

5. Any plans for further facility closures? Any more layoffs coming? 

• No plans for further facilities closures have been announced. 

• However, future clbsures are possible. 

6. What is PM doing to prevent discrimination against smokers? 

• We support legislation to prohibit employment discrimination against 
people who smoke off the job. 
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Affirmative Action 


7. To what extent has the Company’s Diversity Management policy resulted in 
significant improvement in the hiring and promotion of minorities and women? 
What measures have been taken to ensure that this policy is implemented? 


At the end of 1992, women and people of color represented 10,873 
(38.3%) of our domestic exempt work force (28,387). This compares 
favorably to year-end 1991 in which women and peoplte of color 
represented 37.5%. 

At year-end, women and peoplfe of color represented^ 44,021 (47.5%)'ofi 
the total domestic work force (92,745), At year-end 1991, women and 
people of colbr represented 47.3% of the total domestic work force. 

(See attached chart) 

Today, we have four women and four minority men elected corporate 
officers: 


Women 

Dedfe Bartlett;VP & Corp. Secretary, PM Cos. Inc. 
Kathleen Linehan, VP Washington, PM Cos. Inc. 
Katherine Wickham, VP & Controller, PM Cos. Inc. 
Diane McAdams, Assistant Secretary, PM Cos. Inc. 


Minorities 


George Lewis, VP & Treasurer, PM Cos. Inc. 

Alfonso Carney, Jr., Sr. Asst. Gen’l Counsel & Asst. Secretary, PM 
Cos. Inc. 

Carlos Salguero, President, PM Latin America, PM lint'l 
Dinyar Devitre, Chairman & CEO, PMKK Japan, PM Int’l 

(continued on next page) 
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PHILIP MORRIS COMPANIES INC. 
WORLDWIDE OFFICERS AND EXECUTIVES 

(AS OF 12/31/92) 



TOTAL 

WOMEN 

MINORITIES 


# 

# % 

# % 

18+ 

372 

24 (6.5) 

30 (8.1) 

23+ 

46 

1 (2.1) 

3 (6.5) 

BOARD OF 

DIRECTORS 

19 

2 (10.5) 

2 (10.5) 


DOMESTIC OFFICERS AND EXECUTIVES 


total 

WOMEN 

MINORITIES 


# 

# % 

# % 

18+ 

274 

24 (8.8) 

20 (7.3) 

23+ 

39 

1 (2.6) 

1 (2.6) 


Note: Officers are grades 18+, including officers in the annual report 
Offieers/Sr. Management are grades 23+ 
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ln addition, the following are the appointed PM Corporate officers: 

Women 

Rosemary Ripley 
Stephanie French 
Nancy DeLisi 
Denise Keane 

Minority 

George Knox 

• Our progress is directed by a senior level Affirmative Action & Diversity 
Committee that includes the heads of all our operating companies. 
Progress in all of our business operations is monitored closely by a 
Diversity Council comprised of HR representatives from each operating 
unit. 

• During 1992, the Chairman’s Diversity Award was created to recognize 
the operating unit with the best diversity practices and results. The first 
award will be presented at the June 30th Chairman’s Award Dinner. 

• In addition, at the PM Corporate level the Diversity function was 
combined with the Management Development function' to facilitate the 
collaboration and linkage to key human resources systems and 
processes, such as succession planning and executive development. 

8. What is the representation of women and minorities at Kraft General Foods? 

• Women are 32.6% of the workforce 

• Minorities are 22.7% of the workforce 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 


2023003718 



-5- 


9. What percentage of the current Corporate Office employees are women? 

What percentage are minorities? 

• 44% are women (1013 of 2301) 

• 22.6% are minorities (519 of 2301) 

• Of Professional and managerial staff at Corporate Headquarters, 35.8% 
are women and 16.6% are minorities. 

10. Is the company (US) gaining in the number of women and minorities in top 
jobs? 

• Yes. Defining “top” jobs as officials, managers and professionals, clear 
trend of increasing representation by women and minorities 



/ %Womeny 

1 %liliriorities" 

1992 

V 28.8_/ ( 

12.8 f 

1991 

26.9 

11.8 

1990 

24.9 

10.3 

1989 

24.7 

10.1 
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To what extent does the Company do business with minority vendors or 
businesses owned by women? 

• The Company transacts a significant amount of business with these 

groups. In 1992, the Company expended ov^r $314 mi l lion for minori ty 
vendors and ove/^$72 million loTbusinesses owned biywomeT). 


To what extent does the Company do business with banks owned by minority 
groups? 

The Company has done business with minority banks for more than 25 years. 
Today we have relationships with approximate^ 73 minority (6 female) owned 
banks and have total lines of credit in excess of $45 million with such banks. 


12A. We understand that some contracts with minority vendors have been cancelled. 
Is Philip Morris abrogating its prior commitment of support to minority 
contractors in Richmond? 


Absolutely not. Recently, executives of the company have met with 
representatives of the minority contractors’ organization here in 
Richmond. They have reconfirmed their support of minority vendors. 
However, as was pointed out at that meeting, the company’s overall use 
of outside contractors has diminished in recent months. This has affected 

majority as well as minority vendors. ___ 

I can assure you that we are continually monitoring this situation and that 
there will be no disproportionate impact on minority vendors. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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AIPS Questions 

13. What is the Company’s policy with respect to employees with AIDS? 

• As long as the individual is able to work and perform normal job duties, 
he/she is treated like any other employee. In all cases, the privacy of the 
individual is protected. 

• Unless the illness is disclosed by the individual, co-workers would be 
unaware of the situation. When unable to work, the individual would 
enter a medical leavastafoELand, again, would be treated the same as 
any other employee who is unable to work due to an illness or accident 


14 . 


Are applicants for employment tested for HIV/AIDS? 

• No AIDS testing of employees or as part of general pre-employment work 


place physical exams. 

Present scientific evidence indicates it is not necessary from a work place 
or product safety perspective. 


lllegaTfolaRe adverse employment action on basis of AIDS test. 



15. Do you have an AIDS education program for employees? 

• We have made educational information and counseling available to 
employees. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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16. What is KGFs position on employees with AIDS in food plants? 

• Unaware of any individual cases within KGF. 

• Incidents of AIDS will be handled on a case-by-case basis. Will be 
sensitive and responsive to the individual needs of the employee. 

• The Centers for Disease Control in Atlanta and other medical authorities 
have clearly determined that AIDS is non-contagious in normal social 
contact associated with employment. 


17. What assurances can you give consumers that KGF products are safe from 
contamination by an employee with AIDS? 


• Adhere to strictest quality control in every aspect of operations. 

• No employees generally come in contact with food prior to packaging 

• Medical research strongly indicates AIDS is not transmittable through 
food 

• KGF procedures are consistent with food industry guidelines set by CDC, 
FDA and USDA 

18. Would KGF allow an employee with AIDS to remain in a job in which he or she 
handled food? 


No employees generally come in contact with food p rior to packa ging^ 
Our policy does not require the employee to transfer. 


• \ Based on "existing medicaTevidence, AIDS is not transmittable through 
food. ___- 


Policy is consistent with food industry guidelines set by CDC, FDA and 


USDA 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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Prugs 

19. What is your policy on drug and alcohol abuse? 

• We have a clear policy which prohibits reporting for work under the 
influence of either drugs or alcohol, or using either substance whiile at 
work. 

• Recognize that drug and alcohol abuse can be a medical, as well as a 
psychological, problem. We provide our employees with benefits and 
programs to assist in treatment and rehabilitation. 

20. Do you test for drugs? 

• Program provides for testing under three dcircumstances: 

(a) all new employees 

(b) employees involved in serious work-related accidents 

(c) random test legally mandated and certain safety-sensitive jobs. 

Harassment 

21. Does the Company have a policy on sexual harassment in the workplace? 

• The Company has a written policy, reissued annually by the Chairman, 
prohibiting harassment of any kind. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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• We monitor compliance through the Human Resources organization, 
attitude surveys, focus groups, and employee groups that assist us in our 
Work Force Diversity efforts. 

(new) • The new “hot line" directs attention to matters where there is "disregard of 
compliance procedures such that the Company could be exposed to 
liability.” While not specifically designed to deal with the issue of 
harassment, the line has in fact been used to report this on a couple of 
occasions. 

General 

23. Are potential successors to Messrs. Miles, Murray, Storr available and ready? 

• In a company the size of ours, it is vitally important to identify candidates 
who are ready replacements. 

• We always have a cadre of people identified as possible successors to 
any position in the company. 

24. What steps are you taking with respect to management development? 

• Identified candidates with top potential, internally and outside. 

• Created development opportunities and used job assignment as a 
principal way of growing and seasoning executives. 

• Increased our investment in development programs in many key 
businesses. 

• Direct senior management’s focus and attention to management 
development. 

(continued on next page) 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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• Completing a Management Development System across the 
organization by 

- extending our best practices in development training and 
placement to all our businesses 

- growing synergies in College Relations, Recruiting, Performance 
Management and Development Programs. 

- '—> _ _ 

25. I understand there have been errors in retirement catenations connected 1 

I with the Voluntary Separation Program. Has this matter been settled? i 

(new) • Yes. Calculations have been redone and communicated to all the 

1 individuals concerned. To our knowledge, the matter has been settled to 

\_ everyone's satisfaction. ____ 

NOTE: This might be brought up by one individual, and this is 
confidential background: 

in March, PM USA became aware of errors in about a dozen retirement 
calculation estimates for participants in the recent Voluntary Separation Program 
(VSP). Errors were attributable to an actuarial consultant. 

A decision was made to offer individuals whose retirement estimates had been 
grossly overstated an opportunity to return to employment on April 1st, or alternatively 
to receive a transition payment. Of the 12 individuals contacted all will retire except 
one who will return to work. 

Calculations were redone for all individuals who declined the VSP. In two 
cases, retirement estimates provided to the employee were lower and two individuals 

(continued on next page) 

Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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were offered an opportunity to take the VSP with corrected retirement estimates. One 
of these individuals accepted the VSP. 

As a result of the acceptances and declinations of the VSP, the same number of 
persons electing the program initially actually retired. 

Only one individual appeared upset, and this is to alert you to the matter. 


26 . How have PM employees responded to new Managed Care benefit? 


Response in Richmond has been very positive. The system has just 
been introduced in New York, so it’s still too early to gauge employee 
reaction. 


1 


jf 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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27. Does the new Managed Care benefit really cut costs for the Company? Even 
though it lowers the cost of physicians’ charges, doen’t the plan encourage 
over-use of specialists who have no incentive to give cost-effective care? 

NOTE: This question might be brought up by Mr. J. Pinsky 

(new) • We believe that managed care is an effective way to control health care 
costs without reducing the quality of care. We consider this a more 
effective approach than shifting costs fo employees, an approach used 
by many other employers. Cost shifting does not directly address the 
cause oif rapidly escalating costs. 

• Most (95%) specialists are not capitated, but are paid on a discounted 
maximum fee schedule. CIGNA has pre-authorization procedures for 
surgical care, and will not authorize care in a more costly setting. 
Specialists routinely perform simple surgical procedures in their offices. 

• CIGNA has a full representation of all specialties in their network. They 
currently contract with 40% of the specialists and 80% of the OB/GYNs in 
Richmond. 

• Every effort has been made to include in the network as many physicians 
as possible used by our employees. Network development is a 
continuous process. As physicians leave the network and membership 
grows, physicians are added as needed in various parts of the network. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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28. What is the company’s position on the death last July 9 of George Barger, a PM 

USA supervisor, in the finished goods warehouse? 

• We as a company, and I personally, remain deeply saddened by the 
death of our employee. We believe that any accident of any kind is one 
too many and must be viewed as a failure of the system. 

• It is thought, in the absence of any witnesses, that Mr. Barger was 
caught between the stacker crane and the stacker storage bins, causing 
fatal: injuries. Without question, the accident occurred because of a 
failure in the system. It could have and should have been prevented. 

• PM USA investigated the accident immediately with the cooperation of 
Virginia Occupational Safety and Health (VOSH). 

• VOSH cited PM USA for failing to meet certain safety standards, and 

steps have been taken to improve safety in work areas, and instituting 

procedures to prevent this type of accident. 

[A full account of this accident can be found at the 
end of this section] 

29. Does Philip Morris have smoking and non-smoking areas at its headquarters? 

for smokers and 

non-smokers. 

Only the elevators are non-smoking areas. 


At headquarters we observe an accommodation policy 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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30. Two major labor contracts at Oscar Mayer were due for renegotiation in April 

and September last year. How did they go? 

• Labor agreements with the .UFCW in Madison, Wise, and Davenport, 
Iowa covering approx. 3000 employees were resolved on a timely basis, 
within approved guidelines. 

31. Do you have company-owned or leased properties? 

• Philip Morris Companies Inc. owns a condominium in New York and has 
leased two apartments in London. 

• KGF owns a condominium in Glenview, IL. 

• In ail cases these properties are used for relocation and short-term 
business stays. Any personal usage is billed back to the employee, in 
accordance with IRS guidelines. 

• Usage is closely monitored and audited by our corporate auditors. 

32. Does the Company have any vacation properties? 

• Oscar Mayer owns two houses, in Florida and California. 

• Used for employee incentive trips, which is properly included in the 
employee’s compensation in accordance with IRS guidelines. 

• Usage is closely monitored by Oscar Mayer and audited by our corporate 
auditors. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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Annual Meeting questions and answers for Michael A. Miles 
PM USA 

Employee Death in Fini shed Goods Warehouse 

1. What is the company's position on the death last July 9 of George Barger, 
a Philip Morris USA Supervisor, in the finished goods warehouse? 

A. o We as a company and I personally remain deeply saddened by the 
death of our employee. We believe that any accident of any kind is one too 
many and must be viewed as a failure of the system. 

o We are committed to assuring that our work practices and our 
workplace environment meet the highest safety standards possible. 

o Philip Morris USA cooperated fully with Virginia Occupational Safety 
and Health (VOSH) throughout the investigation of the accident. PM USA also 
conducted its own investigation. 

o We have since taken steps to improve safety in the finished goods 
warehouse and other work areas, instituting procedures and rules designed to 
prevent an accident like this from happening again. 


2. What were the results of the VOSH investigation? In VOSH's view, what 
caused the accident? 

A. o According to VOSH, Mr. Barger entered aisle seven of the finished 
goods warehouse on July 9 and was caught between the stacker crane and the 
stacker storage bins causing fatal injuries. 

o On January 4, 1993, after investigating the accident for six months, 
VOSH cited Philip Morris USA for one serious violation and a fine of $35,000. 

o In essence, VOSH cited PMUSA for failing to meet certain safety 
standards for ensuring that the stacker crane was turned off and stayed turned 
off (de-energized) when employees performed work related activities in the 
ailes where the stacker crane operated. Work related activities include 
cleaning up spills, inspecting bins to confirm or validate computer data 
reflecting inventory status. 


3. What were the findings of PMUSA’s investigation? What happened? 
How /why did the accident occur? 

A. o PMUSA began its investigation of the accident immediately after it 
occured. The investigation was headed up by Steve Parrish, PMUSA's general 
counsel and senior vice president, external affairs, and involved people from 
shipping, distribution, maintenance and safety. Parrish was assisted in the 
investigation by the former acting director of OSHA. 


ft 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 


2023003730 



o PMUSA also asked the National Loss Control Service Construction 
Corporation (NATLSCO), a nationally known safety engineering firm, to > 
provide a technical and independent reconstruction of the accident. 

o The investigative team was charged with making three basic 
findings. (1) establish the facts about what happened the day of the accident; 
(2) determine what is believed to have occured given that no one will ever 
knew for certain because no one witnessed the accident, and (3) what 
workplace procedures contributed to the accident and what changes should be 
implemented to prevent similar accidents from occuring again. 

o The facts are as follows. The finished goods warehouse is where 
PMUSA stores its finished product prior to distribution. The product is stored 
on pallets that are kept in multi-story bins which line the aisles of the 
warehouse. The stacker crane moves up and down these ailes stacking or 
removing pallets from the bins. 

o (1) On July 9, Mr. Barger was combining partially filled pallets of 
cigarettes. At about 11:55 AM, a co-worker noticed that Mr. Barger was away 
from his desk and that his lunch was left uneaten. Knowing that Mr. Barger 
usually ate his lunch at 11:45, the colleague went looking for Mr. Barger in the 
warehouse and discovered his body in aisle number seven. At 12:05, our 
Emergency Response Team called 911. At 12:20, the rescue squad arrived. At 
1:20, PMUSA notified VOSH, members of which arrived at 2:00 PM and stayed 
until 6:00 PM. VOSH returned to the finished goods warehouse on at least three 
other occasions. Those are the facts that are known to be true. 

o (2) PMUSA's investigative team and NATLSCO separately and 
independently concluded that at approximately 11:35 AM, Mr. Barger entered 
aisle seven of the finished goods warehouse to validate the contents/count of 
one of several bins; he decided to check because data from his computer 
indicated a different pallet count than he expected; the stacker crane was 
positioned in front of the bin in question, obstructing Mr. Barger's view; Mr. 
Barger than stepped onto the crane to get a better view; the crane activated; 

Mr. Barger was thrown from the crane and was caught between the bins and 
the stacker crane as it moved along the aisle, causing fatal injuries. 

o (3) Without question, the accident occured because of a failure in the 
system. It could have and should have been prevented. PMUSA has already 
instituted changes in the system to prevent an accident like this from 
happening again. These changes include reducing access by employees to the 
stacker crane area; implementing a buddy system when employees are in the 
aisles, better communications about safety procedures in the warehouse and 
making sure they are followed; communications with the stacker crane's 
command station by employees when they are in the aisles. 


4. What is the significance of the 1988 audit report that was found during 
the investigation? 

A. o The audit report was turned over to VOSH immediately after it was 
found on July 29. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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LABELING 


Tobacco products 

1. Why aren’t there any warning labels on cigarette packs sold overseas? 

• There are now, since in 1992 PM decided to place U.S. Surgeon 
General's health warning on all cigarette packs worldwide, even if not 
required by local laws. This is now fully implemented. 

(new) • Note: (1) Exceptions may exist due to the use of old inventory that will 
be replaced by new product with labels. 

(2) The Moroccan government has rejected our request to sell 
labelled product pending promulgation of a local label. 

2. Why doesn’t PM also put health warnings on all promotional/advertising 

materials? 

• We believe that awareness of health issues connected with smoking 
already exists throughout the world. 

• We support reasonable proposals for inclusion of a “caution 

notice" in our advertising, but believe this should be agreed on a market- 
by-market basis with government and other members of industry. 

• See the Company’s position statement in 1993 Proxy Statement. 

Food products 

3. What is KGF’s position on the new Nutrition Labeling Law? 

• We are in favor of mandatory nutritional labeling. KGF supported 
original legislation and filed comments. 

• Changing every one of our labels to comply with the new regulations will 
require massive effort, and involve considerable expense, but we are 
confident we can meet the May 1994 deadline. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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4. Why don’t products have the new labels on them right now? 

• It will take us several months to review the new regulations, develop 
nutritional profiles, design and print new labels. 

• We will be in compliance by May 1994, the date when the new 
regulations are to go into effect. 

5. What’s the earliest that KGF products with the new label will appear in stores? 

• We can’t predict at this time. 

6. Now that product is “mislabeled" according to the new regulations, doesn’t that 

mean you are deceiving customers? 

• No, absolutely not. All our products comply fully with current regulations. 
Once the new regulations go into effect, they will comply with those. 

7. What can consumers expect now that the new labeling requirements are out? 

• Changes in the labeling of virtually every food product. 

• Additional nutritional information to be included in the new labels. 

8. Why don’t some of your products have nutrition labeling yet? 

• Current regulations mandate nutritional labeling only if product was 
fortified or if nutrition claims were made for a product. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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9. What will be KGF’s role in educating consumers about new labels? 

• Last year, KGF introduced a nutrition education campaign called “A 
Matter of Balance” with brochures for consumers, as well as newsletters 
and videos for dietitians to share with their clients/consumers. 

• Information about new labels will be included in this program. 

• Customers can call our 800 numbers. 

10. How much will it cost to comply with the new regulations? 

• Our tentative estimate is several million dollars. 

11. Do you anticipate there will be pressure to strengthen the EC Directive on 

labeling, based on the new labeling requirements in the U.S.? 

• Situation in the EC is not different from other countries, but it is more 
complex to harmonize 12 different sets of labeling requirements. 

12. When will Oscar Mayer nutritionally label its products? 

• The new nutritional labels should appear on many meat and poultry 
products by April 1993. 

• All products will carry nutritional information by July 1994. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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13. What is your position on alcohol content labeling? 


Listing of alcohol content on beer containers has not been allowed by 
law since the end of Prohibition. The concern then and now is that 
marketing would focus on alcohol strength rather than quality, freshness 
and taste._____ 


Coors prevailed recently in a case in which it argued for allowing the 
listing of alcoholic content on beer labels. Precise implications of this 
await an “implementing" ruling from the Bureau of Alcohol, Tobacco 
and Firearms. 


c 


There should be a national law rather than 50 different state laws. 


14. If Anheuser is planning to disclose the alcohol content of its beer, what's your 
objection to doing the same? 

• We prefer to wait until we know for certain that this move is permanent 
and nationwide. Coors is also adopting this attitude. 

• We also need to work out the cost of new labels. 

• We are always ready to re-assess this whole question, if necessary. 



Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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LEGISLATION 


Tobacco 

1. What is the prospect for enactment of legislation to place tobacco products 
under jurisdiction of FDA or CPSC (Consumer Product Safety Commission)? 

• Prospect is unlikely. Jurisdiction over various activities of tobacco 

industry is already distributed between Congress, the FTC, the FCC, the 

Department of Health and Human Services, the Treasury, and the 

Agriculture Dept. 


Will Congress pass product liability reform legislation? 

• This matter has been considered by Congress for over ten years, but no 


bill has been passed. /We do not expect major changes in federal policy 


in 1993. 

Prospects for reasonable, balanced tort reform legislation much better at 
state level 


3. What is PM’s position on t ort reform, and how are we trying to impact legislative 
decisions? 

• Liability doctrines should be fair and reasonable to consumers and to 
manufacturers. 

• Current unpredictability of US legal system increases consumer costs, 
stifles competition, inhibits innovation. 

• We participate in national and state tort reform coalitions, such as the 
American Tort Reform Association. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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4. Why did Philip Morris advocate passage of legislation in Texas to exempt 
tobacco companies from product liability lawsuits? 

• We believe federal and state product liability laws should be fair and 
balanced for both consuimers and business interests. The Texas law 
meets that test. 

• In addition! 



the provisions of SB 4 dealing with tobacco are comparable 


to the laws in 16 other states, and is a codification of the existing common 
law in Texas. 


Food 


5. What is KGF's position on legislation that would give additional enforcement 
authority to the FDA? 

• ^Additional enforcements unnecessary^ Existing powers and 

enforcement mechanism effectively ensure industry compliance 

• Mechanisms include threat of adverse publicity, judicially enforced 
sanctions, and strict criminal liability. 

6. What about food industry user fees for the FDA? 

• More realistic budgeting and greater federal funding commitment needed 
to improve agency’s operations, not ill-conceived user fee schemes. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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What is KGFs position on “food safety" legislation that seeks to ban or severely 

limit the use of pesticides in the production of food? 

• KGF complies with all applicable laws and regulations governing 
public health and safety. 

• Compan$^ does not support the zero-tolerance^ Tthe “Delaney Clause” 
which is based on antiquated notions of food safety, given modern 
scientific capabilities that can detect chemicals at very low levels that 
may pose only negligible public health risk or no risk at all. 

• We welcome the recent statement by the EPA that the time may have 
come to review this matter. 



Why did PM oppose the Proposition 65 initiative in Ohio? 


Placing unwarranted health warnings on food misleads consumers into 
believing that safe products pose a health risk. 

’unnecessary warnings do not serve public interest, and the public 
rejected initiative by 78-22%._ 


J 


9. What is PM’s position on “downsizing” or “package shorting” legislation? 

• Downsizing legislation would require manufacturers to place a notice on 
a package or shelf if the contents of a product have been reduced, but 
the package has remained the same. 

• PM believes that grocery products are accurately labeled as tp weight, 
serving size and price, and that downsizing legislation is unnecessary. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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10. Why did PM oppose the “recycling" initiative in Massachusetts? 

• Proposal would have required us to meet packaging standards which 

were unrealistic from safety point of view. xjo ^— 

• Voters rejected initiative by 59-41%. 




11. Do we anticipate more proposals of this type in 1993? 

• Yes. State affiliates of the PIRG (Public Interest Research Group), an 
advocacy group Ited by Ralph Nader, are expected to push legislation 
similar to the Mass, initiative in numerous states in 1993. 

12. What is your position regarding the threshold Blood Alcohol Content (BAC) 

level in drunk driving laws? 

• Most states have a BAC level of .10 because science has demonstrated 
that most people are impaired at that level: 

• Average drunk driver has a BAC level of .17. 

• Several states have lowered the level to .08, but no evidence of less 
drunk driving. 

• To make more people "legally” drunk by lowering BAC is not realistic 
answer from law enforcement point of view. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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Is there a danger that an adverse outcome of the smoking and health litigation 

against the tobacco company will affect the other operations of Philip Morris 

Companies? 

• The Company altered its corporate structure in 1985 to reflect more 
accurately the breadth of its/geographic operations and business 
diversification. 

• The operating companies nc»w exist as first tier subsidiaries of the 
parent company. Each is operated separately, reporting its financial 
results to the parent. 

• The Company’s tobacco subsidiary, Philip Morris Incorporated, believes, 

and has been so advised by counsel, that it has a number of valid 
defenses to the smoking amd health cases including, but not limited to, 
the defenses based upon preemption as settled in 1992 by the United 
States Supreme Court. PM Inc. will continue vigorously to defend 1 all 
such cases. V , 

• Admittedly, it is not possibketK) predict the outcome of this or any 

litigatiefh—~ ~~ ~~ ——__ 

• / Management believes, however, that the outcome of pending litigation, 

i no matter what those outcomes may be, will not have a material adverse 
, financial impact upon Philip Morris Incorporated, nor upon the other 
operating companies of Philip Morris Companies Inc. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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2. What is the Seinfeld case? 

• This action, brought in New York Supreme Court on April 7,1992, 

challenged an award of executive compensation granted by Philip Morris 
to Hamish Maxwell in 1991. [In that year he received options on 500,000 
shares at $59.71 and 150,000 shares of restricted stock (vesting in 
1996)]. Plaintiffs contention was that the awards were made in 
September at the time of Mr. Maxwell’s retirement and were unlawful, 
wasteful and gifts of corporate assets improperly authorized by the 
Board. 

(new)* A New York State Supreme Court Judge has now entered an order 

dismissing the Seinfeld case, on the ground that the State of Virginia is 
the more appropriate forum for this litigation. At this point, the plaintiff has 
three options: 

• He may appeal the court’s order to an appellate court, but he may 
be reluctant to do so since the precedent relied on by the lower 
court was a prior decision by the appelate court. 

• He may refile the case in Virginia, which would be a better 
jurisdiction for us because of recent changes in the Virginia 
Corporation Statute. 

• Or, he may drop the case entirely. 

In any event, he is pretty much back to “square one” at this point. 


Source: https://www.industrydocuments.ucsf.edu/docs/znkmOOOO 
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3. What is the status of the Roger de la Burde murder case? 

• According to newspaper accounts, Beverly Monroe was convicted by a 
Richmond jury in early November for the murder of Roger de la Burde 
and was sentenced on 22nd December to 22 years in prison. 

Further details : 

a) Who were Roger de la Burde and Beverly Monroe? What was/is their 

relationship to PM? What was their relationship to each other? 

• Mr. de la Burde worked as a scientist for Philip Morris USA in its R&D 
department in Richmond from 1961 until 1987 when he took early 
retirement. 

• Beverly Monroe worked for PM in Richmond as a legal assistant from 
1979 until (her conviction) November, 1992. 

• Local Richmond media reported they had a close personal relationship. 
What we know is what we read in the papers. 

b) What happened to Roger de la Burde’s lawsuit against Philip Morris? 

• Mr. Burde claimed he was wrongfully discharged from his job and that he 
was owed royalties from a Philip Morris patent. 

• The fact is, Mr. Burde accepted early retirement in 1987. 

• Philip Morris employees assign patent rights to the company as a 
condition of employment. 

• Overall, we view/viewed his claims to be false and without any merit. 

• The case is still pending as of (date). We don’t comment on pending 
litigation. 

- continued on next page - 
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c) 1 Why did PM file a counterclaim? 

• We contend that Mr. Burde’s complaint constituted abusive litigation 
under Georgia law. 

d) Court records indicate Mr. Burde had in his possession certain papers and 

records. What were they? 

• We believe he had certain papers which were either stolen from the 
Company or fabricated, but Company officials have not actually seen all 
documents. 

e) What about the documents he threatened to release saying they would hurt our 

position in smoking and health litigation? 

• We can’t confirm something we haven’t fully seen. 

• We believe some documents are from public documents taken, from 
Cipollone litigation. 

• Given Burde’s lack of credibility, one would have seriously to question 
any documents he had, particularly those he may have fabricated or 
altered. 
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CONFIDENTIAL 

4. Late last year you terminated Allene Roberts, a black woman who had 25 years 
with the Company, building successfully a good reputation for Philip Morris with 
minority constituencies all over this country. We understand that she was asked 
to leave and was escorted from the building. . Is this an example of the 
company’s commitment to diversity for long term minority employees? 

• [Allene Roberts was a Manager of Public Programs in the Corporate 
Affairs Department and a 25 year employee. She was terminated in 
November, 1992. In December, she sued the Company alleging race 
and sex discrimination and defamation of character], 

• No. This matter relates only to one former employee, Mrs. Roberts, and 
in no way affects Philip Morris’ total commitment to diversity within its 
workforce. 

• Regrettably, Mrs. Roberts was let go after a general audit of her 
department which focused partially on the activities and practices of the 
people in that department. Questions were raised about tiet activities 
and practices. Specifically, those questions related to violations of 
expenses and contracting policies to which all our employees, with 25 
days or 25 years of tenure, must adhere. 

• It was in consideration of her 25 years of dedicated service that she was 
given months to resolve the questions. In the end, Mrs. Roberts’ positive 
accomplishments could not be permitted to offset apparent misconduct 
which was discovered in the audit and which was discussed with her in 
great detail before the action was taken. 

- continued on next page - 
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• We are well aware that over the years while she worked for Philip Morris, 
Allene Roberts made many friends for this Company. She did so by 
representing accurately to the community Philip Morris’ commitment to 
social and economic justice. We hope that whatever the outcome of the 
litigation with Mrs. Roberts, those friendships based on that commitment 
can endure. 

QEMEBAL 

5. Do you expect liability suits because of secondhand smoke? 

• While there are a few lawsuits, the prospect for a plaintiff to be successful 
remains extrenely remote because the scientific evidence does not 
support their claims. 


6 . 


How many smoking and health product liability suits are pending against Philip 
Morris? Against the cigarette industry? 

• As of March Is^^Tsiits pending against PM a(nd55^gainst industry. 


7. What legal defenses has Philip Morris asserted in response to existing smoking 
and health product liability suits? 

(a) Federal preemption; 

(b) general causation --does smoking cause disease; 

(c) specific causation -/did smoking cause this plaintiff’s disease; and 

(d) contributory fault; did the plaintiff smoke while aware of the claimed 


health effects of cigarette smoking. 
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8. Have adequate reserves been established to reduce the financial risks 
associated with pending and future smoking and health product liability suits? 

• Because of our success in defending these suits, we do not presently 
believe that the pending suits will have a material adverse effect upon 
the financial condition of the Company and, accordingly, have 
established no reserves for potential adverse outcomes. We are 
constantly reviewing our reserve requirements, and will 1 take action if and 
when it becomes appropriate. 

9. How many asbestos cases are pending in which cigarette manufacturers have 
been named defendants? Will those cases be more difficult for Philip Morris to 
win? 

• There are four lawsuits pending against cigarette manufacturers in which 
asbestos companies are also defendants. Philip Morris is a defendant in 
one case, the Pitre case, in Louisiana. The issues in these cases are 
substantially similar to those against the cigarette manufacturers 

only,and therefore, while the outcomes are not certain, we believe we will 
win these cases also. 

1i0. What is the status of the Nabisco Ready-to Eat Cereals anti-trust suit in New 
York? 

• The suit is still pending, but we consider it is unjustified. 

• We consider that the transaction is closed, and are proceeding with 
plans to integrate the business into our operations. 
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11. What is happening about Joe Aliotto’s threat to file an anti-trust suit concerning 
our beer operations? 

(new) • We prevailed for a motion for a preliminary injunction. The Molson 
transaction is now completed. The suit is without merit. 

12. If Mr. Deskiewicz wins his suit against Philip Morris, won’t this lead to many 
other suits of this nature? [This is the small claims action in Washington]. 

• We do not think he will win. Juries so far have not agreed that smoking is 
addictive. 

• We consider this to be a frivolous case which flies in the face of common' 
sense. 

13. What is the position with respect to employees of the plant at Decatur, GA 
retaining counsel to try to keep the plant open? 

(new) • Through informal contacts we have been informed that employees have 
approached (not retained) counsel, but we have received no 
communication from any one. 

• We understand that the employees are seeking an increase in out¬ 
placement benefits, rather than keeping the plant open. 

• We believe that the employees have been given a good benefits 
package, including eight months’ notification of the plant closure instead 
of the 60 days mandatory time. 

• The plant is still in operation at this time, but is scheduled for closure on 
June 26, when a gradual phase-out of the operation will start, with 
August 26 as final closure date. 
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LOBBYING 


1. PM has been accused of using substantial corporate money to defeat smoking 
and health legislation at the state and federal levels. Aren’t the public and 
shareholders entitled to know how much PM is spending to attempt to influence 
public policy? 

• Philip Morris complies with all required disclosures for lobbying 
expenses. If the law is changed, we will of course comply with those 
changes. 

(new) • [Confidential: Anti-smoking activists use lobbying expenditure 

questions in an attempt to find out not only what the Company spends in 
support of its legislative initiatives, but also to ascertain level of support of 
charitable organizations which may decide in turn to support the 
Company). 

• Many antis argue that soft money contributions should be included in 
total lobbying expenditures. 

• We were successful in avoiding shareholder proposal on this topic this 
year. 
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MISCELLANEOUS ISSUES 


To date nothing under Miscellaneous. We will try to keep it that way 
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Public Relations 
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1 . 


Why is PM not more aggressive in defending itself from adverse publicity? 


• In some cases we decided not to comment simply to keep the story from 
having additional life or making it into more of a story. 

• In those cases, however, there have been behind- the- scenes activities 
with various publications and broadcast outlets, such as the recent 
meeting with Peter Kann, publisher of The Wall Street Journal, to discuss 
what we consider unfair and unbalanced reporting over the last eighteen 
months. Other examples: 

• We reteased our EPS numbers for 1992 slightly ahead of the earnings 
release to counter some negative coverage in the WSJ 

• We countered a great deal of the negative fallout of the EPA/ETS 
announcement by conducting our own press briefing a day before their 
conference, and made two of our senior executives available for 
interviews the next day. 

• We decided to cooperate on a Business Week story to balance out what 
could have been a more negative piece. 

2. Is there anything we can do about the antagonism of the media towards our 

industry? 

• Not much except try to maintain relations with the media and tell our side 
• of the story. 

• The media always emphasize negative news and we do not have any 
real control over them. Luckily we do have control over our own 
Company and we keep trying to give them the facts. 
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3. Were the statements aired in the Prime Time Live program accurate? Has 

Philip Morris concealed information from consumers? 

• We can’t comment on matters pertaining to R.J. Reynolds. But, based on 
our information, much of the material presented in the program was 
inaccurate. 

• We consider that many of the so-called facts aired in the program were a 
distortion of the truth. We so advised the producers ahead of the time of 
the show, but obviously made no impression. 

• You might want to bear in mind that in \heCipollone and Kuyper eases, 
the jury found there was no basis for the allegations of concealment 
brought against the industry. 

4. What influence does PM have on matters of public policy or social issues? 

• Responsible companies, such as ours, should make themselves heard 
on public policy issues. But even though we should and do 
communicate our points of view, no one should think that we control the 
results. Our voice is only one of many. 

• Above all, we should emphasize the importance of responsibility . In 
general, we all need to act with less emotion, and to show concern for 
other points of view as well as our own. 
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5. What benefit will Philip Morris derive from hiring Lady Thatcher? 

• Lady Thatcher has extensive expertise and knowledge about geopolitical 
issues in many of the countries in which we currently do business, or 
hope to do business. She is a consultant with us on these and other 
matters. 


6. Did Philip Morris support Craig Fuller’s activities/participation at the Republican 

National Convention? 

• Craig took vacation time to work on the Convention in Houston, and his 
living expenses while doing so were paid for by the Republican National 1 
Convention. 

• I’m proud of the PM employees who take time to get involved in civic, 
community and political affairs in their free time. Craig’s performance in 
Houston and his special relationship with the former President reflect 
positively on the company. 
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STOCK MATTERS 


(rev. 4/12) 


1. Why did the stock go down this year? 

(new) • The price decline dbes not reflect any broad, company-wide problems in 
our business, nor any basic weakness in our financial position. 

• Rather, the price decine reflects investor concerns relating to domestic 
cigarette pricing and profitability. 

2. Why is the stock so weak? 

• Tobacco industry is under attack. 

• Litigation remains a concern. 

• Threat of higher excise taxes. 

• Concern over the impact to date of discount cigarettes. 

3. What plans do you have to increase stock price? 

• Shareholder value is top priority at Philip Morris. 

• Over long term, share price determined by earnings growth. We are 
committed to achieving strong internal growth. 

• We also have aggressive stock repurchase program which clearly 
demonstrates the Company’s faith in the potential market value of its 
stock. 

• The dividend on our common stock was increased 23.8% last August. 
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4. What steps are we taking to counter moves for divestment of tobacco shares by 
institutional investors? 

• We make ourselves available to answer questions from any institution 
considering divestment. 

• Have developed extensive position papers for financial analysts and 
institutions. 

• We emphasize very strong long term returns achieved from investment in 
PM (over 30% annually over the last five years). 

5. At what point would you consider a stock split? 

• We have split stock on six occasions since 1965, and one share of stock 
then is worth 192 shares today. 

• Splits have occurred at prices ranging from $60 to $160. 

6. How about increasing the dividend payout rate? 

• Anticipate that dividend payout ratio will remain in the current range, but 
of course cannot say with certainty. 

• Dividend payout has increased each year over last ten years, reflecting 
strong growth in cash flow. Might continue increase in the 

future. 
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7. What about two classes of stock? 

• We have looked at two classes of stock as well as other alternative 
structures, as part of an ongoing evaluation aimed at enhancing 
shareholder value. 


8. Is Philip Morris contemplating something along the lines of what RJR is doing, 
and issuing a separate class of stock pegged to the performance of its food 
business? 

• We are continually evaluating the merits of different methods of handling 
stock matters. No firm decision has been taken on this yet. 


9. You stated in the Walt Street Journal that you were not considering an RJR-type 
stock plan. Why not? If it’s good enough for KKR, why not Philip Morris? 

• There has evidently been a misunderstanding on the part of the WSJ. 

We are considering a number of alternatives but have not come to any 

definite conclusion. 
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10. Are there plans to repurchase more of the company’s stock? 

(new) • Through March 31, we repurchased 17.3 million shares at a total cost of 
$1.2 billion. While we have remaining authority to purchase ($800 
million) additional shares in 1993, our first priority is to maintain a strong 
financial position, which includes the funding of some $2.8 billion of 
previously announced acquisitions. That lowers the priority for share 
repurchases in 1993. 

11. question merged with 10 above 

12. How about a Dutch Auction? 

• We have no plans at this time for a Dutch auction for the repurchase of 
our shares. 


13. Have certain investment firms changed their recommendation to buy Philip 
Morris? 

(new) • Most analysts are adopting a wait and see attitude to see how the 
situation develops before making any recommendation. 
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14. Who owns Philip Morris? 

• Large institutional investors own approximately 70%. 

• Individuals, including employees, own remaining 30%. 


15. Have the SEC or US Justice Dept, initiated any investigation or brought any 
enforcement action against the Company or any of its officers and directors 
regarding insider trading matters? 


• No, not to my knowledge (this Q. is being referred to Counsel) 
Confidential: SEC has filed a criminal action against a non-officer 

employee, alleging improper use of insider information 



16. Have any officers or directors sold Company stock on account of smoking and 
health products liability suits against PM and cigarette industry? 

• Cannot say with certainty since we do not know why our officers and 

directors might sell stock. But to the best of our knowledge, no. 
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TAXATION 


1. How will the Clinton tax proposals affect Philip Morris? 

• Tax bill may not pass before August when Congress adjourns, and will 
be subject to amendments. 

• For 1993, the most adverse provision is the increase in corporate tax rate 
to 36%, which would result in a tax charge of $120 million for current 
taxes and $17 million for restating our deferred taxes and lease 
investments. 

• The first year catch up is small because we previously adopted FAS 106 
for post-retirement medical expenses providing for future tax deductions 
which would now presumably be deductible at 36%. 

• We would recognize a $30 million benefit in 1993 for investment tax 
credits. This is an incremental 7% credit based upon capital additions 
over 70% of our average investment in prior years. For 1994 this credit 
would be limited to the increase only 80% over the base, and thereafter it 
would be unavailable for large corporations. 

• With a small R&D credit, we estimate the 1993 reduction in earnings to 
be $105 million. Our effective tax rate would increase from 1993 OB of 
41.3% to 42.6%. Net earnings and EPS growth would consequently 
decline from 15% to 12.9% and 18.7% to 16.5%, respectively. 

• The effect in 1994 and thereafter would be much greater because 
additional proposals are due to apply in those years. We estimate an 
annual cost of at least $250 million. 

(continued on next page) 
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Other provisions: 

a) additional $120 million tax cost on our overseas royalties. 

b) disallowance of deduction for lobbying expense. 

c) cap on executive compensation. 

2. What is PM’s position on VAT/consumption taxes ? 

• Changing economic and political realities have led us to look anew at the 
subject of consumption taxes. To that end, we are in the process of 
conducting an exhaustive internal study of various aspects of a VAT and 
their impact on the Company. 

3. In a recently introduced tax bill there is a provision that all intangible assets be 

amortized over a 14-year period. What is your opinion of this legislation? 

• PM supports it. 

• We would also like to see the same concept applied to cases now 
pending before the IRS, one of which has been pending for six years. 

• In Europe, companies making acquisitions are permitted to write off 
goodwill, so we are at a competitive disadvantage. 

4. What is your view on legislation that would increase excise taxes on alcohol 

and tobacco? 

• The greatest impact of excise taxes is on low and middle income families. 

• Such taxes are also “hidden” from the consumer, raising prices and 
decreasing sales. 
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5. Suppose a $2 tax is put on cigarettes, what are you going to do about it? 

• We consider that such a tax is unreasonable and regressive. 

• We are presently working out what the economic impact would be. 
There is no doubt that the inflationary impact will be considerable. 

• We will make every effort to discourage such a tax. 


6 . 

(new) 


How badly would it hurt the tobacco industry if federal excise taxes were 

increased sharply? NOTE: see Q. 1 for effect on Philip Morris. 

• We regard such taxes as both grossly unfair and grossly uneconomic. 

• Cigarette smokers already pay nearly $13 billion per year in excise 
taxes, making them among the most heavily taxed consumers in the 
country today. 

• If large excise tax increases did lead to lower cigarette volume, they 
would result in a significant loss of business income and jobs. 

• One estimate is that raising the federal excise tax by $2 could 
throw 846,000 people out of work. 

• Fully one-third of those job losses (280,000 people) would be right here, 
in the Southeastern U.S. That’s more than four times the region’s 
expected net job loss from scheduled military base closings. 

• It would also rob states and local governments of an important traditional 
revenue base - to the tune of as much as $2.8 billion. 
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7. What will happen to PM/s excellent credit rating if President Clinton’s proposed 
excise taxes go into effect? 

• We expect cash flow to remain same and to see a continuing 
improvement in our debt-to-equity ratio. Based on these and other 
factors we fully expect to maintain a favorable credit rating with all major 
rating agencies. 

Following four questions are on Consumer Federal Excise Tax Hot Line 

8. Why did Philip Morris set up an “800” number that consumers could call to 
inform Congress of their opposition to increases in the federal cigarette excise 
tax? 

• This was a short term program that we implemented as a service to our 
consumers. We received many phone calls from them and the toll-free 
number provided a handy way for them to contact the Congressional 
switchboard and state their opposition to the proposed tax increases. 

• The program operated for several weeks in March and was brought to a 
close when we felt that our consumers had had adequate opportunity to 
make their views known. 

9. Doesn’t this sort of program backfire when legislators perceive it as an 
orchestrated attempt to create the illusion of grass-roots opinion? 

• It is possible that some legislators are annoyed when they get a lot of 
phone calls from angry constituents - but that is the essence of the 
democratic process. 

• We did not “orchestrate” opinion. Our consumers are already extremely 
concerned about the proposed tax increases. We did, however, facilitate 
consumer contact with their elected representatives. 
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10. Is it true that some anti-tax legislators are annoyed because the calls are 

“preaching to the converted?” 

• We have not referred any calls to legislators who are known to be 
opposed to the tax, and have no way of knowing why these cal lb were 
made. 

11. Didn’t a lot of anti-smokers get hold of the 800 number and use it to support a 
tax increase? 

• It’s always possible for a publicly available number to be abused by 
opponents. But the anti-tobacco forces have already made their views 
well known to legislators. 

• We believe our consumers deserved a chance to make their views 
known. 


12. How badly were we affected in 1992 by state and local excise taxes on 
cigarettes? What can we expect this year? 

• Only seven out of 38 proposed state excise tax increases were passed. 

• At the local level, 28 tax increaes were proposed and 14 passed. 

13. The Massachusetts tax has just been increased by 25 cents a pack, and in New 
York it might increase by 21 cents. Does this mean we are losing the tax battle 
at the state level? 

•Not at all. The Mass initiative made news because it passed, but three 
other state initiatives (Colorado, Nebraska, Oregon) were quietly 
defeated. 
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14. What percentage of the price of a beer goes to taxes? 


Federal excise tax on a S 3.00 six-pack of beer is 68 cents. 


15. How much tax cost is passed on to consumers? 

• it, ivhich is why excise taxes are called “hidden taxes” - the 


consumer pays the tax in the form of higher prices. 


16. Should excise taxes on tobacco and alcohol be increased to pay for the costs of 

health care reform ? 

• Any additional revenue needed for health care reform should come from 
broad-based, equitable taxes, and not from excise taxes which are 
regressive. 

PM International 

17. Will the directive to "harmonize" European cigarette excise taxes affect our 

business in the EC ? 

• Agreement may result in large tax increases in Spain and Greece, with 
modest increases in Italy, France, Luxembourg, Holland and Ireland. 

18. How have increased cigarette taxes in Canada affected our business? 

• We continue to achieve satisfactory sales and profitability. 

• Decline in cigarette consumption has not been as precipitous as claimed. 
Drop in sales reflects continuation of trend begun a decade ago. 

• Increases in cross-US border trafficking give false impression of true 
consumption. 
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TRADE 


1. What impact, if any, will the North American Free Trade Agreement (NAFTA) 

and the Uruguay Round of International Trade negotiations have on the 

Company’s business? 

• Both undertakings have as their goal the liberalization of international 
trade in goods and services, and the protection of intellectual 1 property 
rights such as trademarks. Our company has many of the world's most 
valuable trademarks. Unfortunately, artificial trade barriers have kept us 
out of some countries. The removal of trade barriers will provide us with 
expanded market opportunities. 

• We consider that NAFTA and Uruguay Round are real opportunities for 
the future. 

2. Won’t NAFTA result in significant job transfer from the US to Mexico? 

• A recent study by the US International Trade Commission, made at the 
request of Congress, found that Mexico would gain in employment and 
economic growth, but Canada and US would also experience increases 
in employment and economic activity. 

• The greater benefit for Mexico is because its economy is smaller, so any 
extra boost has a relatively wider effect. 

• ITC report acknowledged that employment in some US industries would 
be affected, but many other industries would increase their hiring to meet 
additional demand created by an open Mexican market. 

• ITC projected increase of about 1% in US employment as result of pact. 

3. Impact of NAFTA and GATT on KGF Canada covered at end of FOOD 

OPERATIONS section. 
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1992 ANNUAL MEETING Q&A’S 


Following matters arose during the discussion period at the 1992 Annual Meeting. 

1. Use of company logos on items other than cigarette packs 

No discussion at the time, but matter is under “Labeling” (Q. 2) in this book. 


2. Mr. Aldrighetti’s questions on KGF dealings with NCE and relations with dairy 
industry are fully covered in first five questions of Food Operations section 
(Cheese and Dairy). 

Mr. Aldrighetti asked for $1 million grant for domestic rural development projects 
rather than the $25,000 grant he knew about. This question was not answered 
at the 1992 Meeting. Reply for this year could be as follows: 

• In January Kraft USA announced the formation of the Kraft Dairy 
Trust, a new charitable contributions program to support non-profit 
organizations in their efforts to assist dairy farm families in 
Wisconsin. The Company has earmarked $150,000 for 1993 
funding. 


3. Dr. Slade asked about public disorder and safety in Milwaukee County parkland 
along shore of Lake Michigan. Matter was going to be discussed with Miller 
right after the Meeting. We will follow up with Miller to find out if this was 
resolved. 
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4. Dr. Connolly questions on the ITL (It’s the Law”) campaign and the “Helping 
Youth Decide" brochure were answered as fully as possible at the time. 
Issue covered under Advertising, 

5. Final question was on Council for Tobacco Research activities. A very full 
summary is given for this year's meeting under Health, Q. 1 
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